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Abstract 
 
The objective of the study is to identify how micro-enterprises can be integrated into local value 
chains by using the so-called “value chain approach”. The “value chain approach” has become a 
relatively popular approach among donor agencies and NGOs engaged in Private Sector 
Development in recent years, being based on insights from studies on global value chains. 
 
The study includes investigation into the following points: 
1) Which business linkages exist among micro-enterprises and with enterprises of different sizes 
and sectors, and how are they related to the upgrading process of micro-enterprises? 
2) What influence does the legal status of micro-enterprises have on the development of business 
linkages and on the upgrading process? 
3) How can the development of business linkages and the upgrading process (and, therefore, the 
integration into value chains) be supported and enhanced within the framework of PSD? 
 
The empirical study was conducted in Uganda. It includes a combination of qualitative and 
quantitative approaches: (1) a questionnaire-based survey among micro-entrepreneurs, and  
(2) expert or key informant interviews, using a semi-structured interview guideline. 
 
The study provides an assessment of the relevance and applicability of the “value chain approach” 
to micro-enterprises and local value chains in the context of a developing country characterised 
by low levels of industrialisation, as well as policy recommendations for practitioners (from public 
and private sectors, as well as donor community, NGOs and civil society). Furthermore, the study 
highlights the importance of the issue of informality of micro- and small-scale enterprises. 
 
 
 
Keywords: business linkages, expert/key informant interviews, micro-enterprises, MSME 
promotion, Private Sector Development, informal sector, informal economy, Sub-Saharan Africa, 
Uganda, upgrading, value chains, value chain promotion 
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Kurzfassung 
 
Diese Arbeit widmet sich der Frage wie Mikro-Unternehmen in lokale Wertschöpfungsketten 
integriert werden können, unter Anwendung des sogenannten “value chain approach”. Dieser ist 
in jüngerer Vergangenheit relativ beliebt unter Geberorganisationen und NGOs geworden, die sich 
in der Privatsektorförderung engagieren, und basiert auf Erkenntnissen der Forschung zu globalen 
Wertschöpfungsketten.  
 
Die Studie beinhaltet die Bearbeitung und Beantwortung folgender Punkte: 
1. Welche unternehmerischen Verbindungen bestehen zwischen Mikro-Unternehmen und 
Unternehmen anderer Grössen und Sektoren und wie hängen diese mit dem “upgrading“-
Prozess von Mikro-Unternehmen zusammen? 
2. Welchen Einfluss hat der legale Status von Mikro-Unternehmen auf die Entwicklung 
unternehmerischer Verbindungen und auf den “upgrading“-Prozess? 
3. Wie können sowohl die Entwicklung unternehmerischer Verbindungen als auch der 
“upgrading“-Prozess von Mikro-Unternehmen (und damit die Integration in 
Wertschöpfungsketten) im Rahmen der Privatsektorförderung gefördert und verbessert 
werden? 
 
Der empirische Teil der Studie wurde in Uganda durchgeführt. Er besteht aus einer Kombination 
qualitative und quantitative Methoden: (1) Befragung von Mikro-Unternehmern, basierend auf 
einem standardisierten Fragebogen, und (2) Experteninterviews auf der Basis eines Interview-
Leitfadens. 
 
Die Studie beinhaltet eine Einschätzung der Relevanz und Anwendbarkeit des “value chain 
approach” auf Mikro-Unternehmen und lokale Wertschöpfungsketten im Kontext eines 
Entwicklungslandes mit geringem Industrialisierungsniveau, sowie Politik- und 
Handlungsempfehlungen für Praktiker (aus dem öffentlichen und privaten Sektor, wie auch aus 
dem Umfeld von Geberorganisationen, NGOs und Zivilgesellschaft). Darüber hinaus stellt die 
Arbeit die Informalität von Mikro- und Kleinunternehmen in den Vordergrund. 
 
 
 
Schlüsselwörter: business linkages, Experteninterviews, informelle Ökonomie, informeller Sektor, 
KKMU-Förderung, Kleinst-/Mikro-Unternehmen, Privatsektorentwicklung, Sub-Sahara Afrika, 
Uganda, Upgrading, Wertschöfpfungsketten, Wertschöpfungskettenförderung  
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 1
1. Introduction 
 
1.1. Background of the study 
 
It is undisputed that the private sector plays an essential role in sustaining economic growth and 
contributing to poverty reduction in developing countries, since it is an important source of 
innovation and employment generation. Fostering Private Sector Development (PSD) is a key 
pillar of national development strategies in developing countries and a key area of intervention by 
multilateral and bilateral donor agencies. 
At least since the 1980s, the concept of the private sector as the main engine of economic growth 
has advanced with vigour and constitutes by now one of the most important elements in 
mainstream development thinking. The Consensus reached at the end of the 1990s in development 
thinking and co-operation basically follows a simple logic: (1) poverty reduction is the main 
objective of development (co-operation); (2) central to development is economic growth; (3) 
economic growth is best achieved through the private sector; (4) government has a central role to 
play in making it possible for the private sector to flourish and in ensuring that growth contributes 
to poverty reduction (see Schulpen/Gibbon 2001: 16). 
The link between PSD and poverty reduction is mainly explained through two mechanisms: the 
poor can benefit directly from growth in their livelihoods, either as farmers, workers or 
entrepreneurs, as well as indirectly as consumers and recipients of either private-sector-produced 
goods and services or tax-funded social services (OECD 2004: 16-17). A functioning private sector, 
embedded in an effective state, can help the poor seize opportunities. The potentially biggest 
hope for poverty reduction comes from mechanisms that promote the diffusion of improved and 
best practices to areas where the poor live and work (Klein/Hadjimichael 2003: 127). Providing 
access to products and services, as well as choices, to the poor, through vibrant and competitive 
markets, leads to empowerment.  
 
Micro-, small- and medium-sized enterprises (MSMEs) are key contributors to the well-being of 
developing country households and typically play a critical role in reducing poverty at the national 
level.  
The most common definition of MSMEs and large enterprises is based on the number of people 
employed, due to its simplicity and relative ease of data collection. The quantitative and 
qualitative criteria to distinguish the different terms and sizes vary across countries and depend, 
among others, on the development stage of the given country, region or sector, on the historical 
conditions, as well as on the purpose or pursued objectives.  
SMEs (small- and medium-sized enterprises) usually operate in the formal economy. Quantitative 
or statistical differences with regard to micro-enterprises exist in terms of the number of 
employees, but also in terms of capital and turn-over. These enterprises are registered, use 
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relatively modern technologies, employ mainly wage-earning workers and participate more fully in 
organised markets.  
MSEs (micro- and small-scale enterprises) are family businesses or self-employed persons 
operating in the semi-formal and informal economy. What distinguishes micro-enterprises from 
the subsistence economy is the fact that the goods and services they produce are mainly intended 
for the market. Typical qualitative characteristics of micro-enterprises are: low entry barriers, 
use of local resources, labour-intensive production with appropriate technologies, activities 
undertaken with a minimal grade of regularity and permanence, a relatively low degree of 
organisation, as well as education and skills typically acquired outside the formal education 
system. A delimitation of MSEs against “above” is generally made on the grounds that management 
and production are not separated and/or based on division of labour. Rather, the most important 
strategic and tactical decisions are always taken by the entrepreneur/owner him/herself.  
 
An important concept often related to MSEs is the so-called informal sector. This term is a 
descriptive category, which combines two concepts in one: on the one hand the concept of small-
scale economic activities, on the other hand that of distance from state intervention (informal is 
that part of the economy which is not or only partly captured by the state; see BMZ 1995: 15). The 
term is increasingly being substituted by that of “informal economy” to get away from the idea 
that informality is confined to or even represents a specific sector in a country’s economy, but 
rather cuts across many sectors, and emphasises, at the same time, the existence of a continuum 
from the informal to the formal ends of the economy (see Flodman Becker 2004: 8). 
Although a basic characteristic of the informal economy is the predominant small scale of the 
enterprises operating in it, an informal activity cannot be equated with an MSE. Most MSEs can be 
considered to be situated at different points in between the continuum of illegality (which can be 
seen as the most extreme form of informality) and complete formality. The differentiation 
between de jure and de facto formalisation is consistent with this view (see Nelson/de Bruijn 
2005). When the analysis is focused on economic units, it is widely advocated to replace the term 
“informal sector” for micro-enterprises, small-scale enterprises or MSEs. This way, the 
misconception that the informal economy is a separate sector can be avoided and the idea that 
businesses of smaller sizes can range from informal to formal is better conveyed.  
Over the decades of discussion and research on the informal economy, it has become clear that 
there are many interdependencies between the informal and the formal economies: forward and 
backward linkages exist through trade of goods, raw materials, tools, equipment, acquisition of 
skills and know-how, among others, either through direct transactions or sub-contracting 
arrangements (see Bigsten/Kimuyu/Lundvall 2000, Arimah 2001, Xaba/Horn/Motala 2002, 
Grimm/Günther 2005, for examples of studies on the linkages between formal and informal sector 
enterprises, not only in urban areas, but also between urban and rural areas).  
 
Traditionally, MSME promotion plays an important part in PSD. The most common objectives cited 
in support of MSME promotion are related to the functions that MSMEs are believed to play for a 
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country’s economy and society as a whole, such as employment creation, stimulation of local and 
regional development, contribution to a more equitable distribution of income, and contribution 
to growth and poverty reduction. MSMEs are targeted in PSD programmes because “they are 
there”: they constitute the vast majority of business establishments and account for a very large 
part of employment in developing countries, they represent the emerging private sector in most 
low-income countries and, therefore, form the base for private-sector-led growth (Hallberg 1999).  
 
Within the framework of PSD, another important notion is that of business linkages. Inter-firm 
linkages refer to any kind of commercial interaction between firms operating within an economy 
and can take various forms. The most commonly mentioned typologies of linkages are: vertical-
horizontal, backward-forward, formal-informal, domestic-foreign, equal-unequal, bilateral-
multilateral. All these types of business linkages define the structure of an economy and 
contribute to economic and industrial development. It is one of the key features of less developed 
countries that the differentiated economic structures typical for industrialised countries are 
largely still lacking: there are only few competitive firms, SMEs are typically competing with 
rather than complementing large enterprises, supplier and subcontractor structures are 
underdeveloped, and the degree of inter-firm specialisation (and therefore division of labour) and 
cooperation is low (see Altenburg 2000a and Altenburg/Stamm 2004).  
Therefore, the objective of measures aiming at the creation and promotion of business linkages 
is to develop an economy that is based on division of labour, in which enterprises of different 
sizes specialise on different economic activities complementing each other, achieving value 
creation/addition, improved efficiency, (labour) productivity and raising the firms’ and the 
country’s competitiveness.  
The promotion of business linkages is as old as the idea of industrial development. Especially the 
development of linkages between SMEs and TNCs/MNCs has been the aim of several government 
policies, but also of development aid agencies engaged in PSD. Above all in the manufacturing 
sector, attempts have been undertaken to develop and strengthen linkages between SMEs and 
TNCs, with different success across countries (see Altenburg 2000b and UNCTAD 2001a). Another 
approach chosen by donor agencies is the introduction of so-called Public Private Partnerships 
(PPP) or Business Partnerships1 to facilitate the creation of a strong domestic enterprise sector 
through technological and managerial upgrading of SMEs that are linked to TNCs. The promotion of 
clusters and networks is also relatively popular among development aid agencies.2 The theory 
states that, under certain circumstances, such geographic and sectoral agglomerations give rise to 
division of labour and specialisation among small-scale producers, the emergence of suppliers, 
technical and financial service providers and a pool of skilled workers, as well as socio-cultural 
milieus which foster trust and innovation. Horizontal linkages among SMEs will reduce input costs, 
increase productive capacity and enhance overall competitiveness, while vertical linkages 
                                            
1 See the PPP scheme of GTZ, DfID’s Business Linkages Challenge Fund, IFC’s Enterprise Facilities and UNIDO’s 
Business Partnership Programme, as some examples. 
2 As examples of policies and programmes to promote networks and clusters, see Humphrey/Schmitz 1995, UNIDO 
1999 and 2001a, Meyer-Stamer 2001, Nadvi/Barrientos 2004, and GTZ 2007a. 
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between small and large firms will lead to collective efficiency (see Schmitz 1995 and 1999, 
McCormick 1999 and 2007, and Zeng 2006 as examples of studies on clusters).  
 
Related to these approaches is the notion of value chain, which “describes the full range of activities 
which are required to bring a product or service from conception, through the different phases of 
production (involving a combination of physical transformation and the input of various producer 
services), delivery to final customers, and final disposal after use.”3. In practice, each value chain is 
different, can be very complex, include horizontal and vertical links and be spread over different 
localities, regions and countries. In this sense, global value chains refer to coordinated activities 
among firms within a chain that spreads over a global geographical scale. Value chain analysis is, thus, 
important to understand how markets are organised and how they work. 
Especially the issue of governance4 has received much attention in global value chain research. 
Different types of governance observed in value chains have led to the proposition of different 
typologies of value chains.5 A central proposition of the global value chain analysis is that it 
matters how trade is organised for understanding issues related to market access, the acquisition 
of capabilities and the distribution of gains (Schmitz 2006: 546).  
Value chain analysis is particularly important to understand how upgrading processes in 
enterprises work, traditionally seen as being firm-specific. The value chain analysis identifies 
inter-firm and intra-firm processes and different patterns or paths of upgrading according to the 
type of chain and the underlying power relations among firms. Four types of upgrading are 
commonly distinguished in the literature:6 process upgrading, product upgrading, functional 
upgrading, and chain upgrading.  
The upgrading challenge for enterprises in general, and specifically for MSMEs, is often linked with 
the following keywords: (systemic) competitiveness, efficiency, innovation, flexibility and access 
to global markets. The traditional strongholds of MSEs are local and national markets. 
Globalisation (with consequences such as: reduction of trade barriers, (regional) trade 
agreements, facilitation of foreign direct investment, technological change, decentralisation of 
production) influences these local and national markets and represents both an opportunity and a 
challenge for MSEs. In today’s context of a globalised economy, on the one hand a firm’s 
competitiveness cannot be separated from that of the value chain in which it participates, and on 
the other hand, also local markets are being more and more influenced by global trends and 
standards. Global value chain analysis shows that there are new opportunities which come from 
operating in global value chains, but also limits and traps (Schmitz 2006: 547). It is often stated 
that nowadays the question is not if but how to be integrated in (global) value chains. 
 
                                            
3 Kaplinsky/Morris 2001: 4. 
4 The concept of governance within value chains refers to the inter-firm relationships and institutional mechanisms 
through which non-market coordination of activities in the chain is achieved (Humphrey/Schmitz 2002: 3).  
5 Gereffi has first proposed the differentiation between buyer- and producer-driven chains, which was later refined by 
Humphrey/Schmitz and Gereffi himself (see Humphrey/Schmitz 2002 and Gereffi et al. 2005 for more details).  
6 See Kaplinsky/Morris 2001: 38, and Humphrey/Schmitz 2002: 19. 
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The way in which value chains are organised and function, and the way MSMEs are integrated in 
them, is relevant for several reasons, since it determines:  
o the role which they play in these local and global chains, 
o market access with different possibilities of production and access to incomes in the 
distribution of the gains,  
o their capacity to upgrade processes and products, as well as to change their role in the chain 
and their ability to move into new and more profitable chains. 
The literature on (global) value chains has shown that value chain analysis can lead to the 
identification of leverage points for policy initiatives and donor interventions. Based on insights from 
studies on global value chains, the promotion of value chains has become a relatively new approach 
in development cooperation (ODA). Almost all major bilateral and multilateral donor agencies have 
started using the so-called “value chain approach” (see Humphrey 2005, Schmitz 2005, Herr et al. 
2006, Roduner/Gerrits 2006, GTZ 2007b, FIAS 2007, Gündüz/Klein 2008, for some examples on 
manuals and guidebooks for practitioners), also with the aim of achieving pro-poor growth. Often, 
these programmes define as objectives the improved or increased integration of small-scale 
producers/farmers and MSMEs into (global) value chains. However, there is still some confusion over 
what value chain programmes are and in how far they are different from other more traditional 
forms of PSD support. Key stakeholders in the implementation of such programmes are the public 
sector (represented by the respective Government and donor agency), the private sector (involving 
all enterprises along the value chain) and civil society, which also raises the question of which are 
the most appropriate financing and implementation modalities of such programmes.  
 
 
1.2. Focus of the research and problem statement  
 
Two points of interest have been identified as research gaps in the literature on PSD, MSME 
promotion, as well as business linkage and value chain promotion: 
o How does the upgrading process within micro-enterprises actually work? 
o How can the “value chain approach” (developed on the basis of the study of global value 
chains) be applied to micro-enterprises? 
The current study wants to make a contribution to these.  
 
The interest in micro-enterprises, operating in the continuum of formality and informality, as well 
as predominantly in local markets, is rooted in the fact that “… a large part of the population [in 
developing countries] will continue to depend on informal firms for their sustenance for a long 
time to come, [and] it is important that these firms are helped to become more productive, quite 
apart from helping them to graduate to the formal sector.” (Bigsten/Kimuyu/Lundvall 2004: 713) 
 
It has not been investigated deeply how the upgrading process of micro-enterprises, including 
those operating in the informal economy, works and how it relates to the growth process of these 
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enterprises and to the development of linkages with other enterprises. This is where the proposed 
research wants to make a contribution. 
“Though the literature on the informal sector usually implicitly assumes that a vibrant 
microenterprise sector will foster development in general, including the growth of medium and 
larger enterprises, it is surprising how little explicit attention is given to the mechanism by which 
this is expected to happen.”7  
Related to this is the following question: what does the process of formalisation of the informal 
sector mean in relation to micro-enterprises? “Is it essentially about helping small enterprises to 
grow? Is the most important dimension mechanisation/modernisation? How important is 
registration, fiscalisation and in general legalisation?”8 
 
Taking the existing literature as a basis, the following line of argument (to be confirmed during 
the investigation) was developed:  
 
Figure 1: Relationship between business linkages, different types of upgrading  
and the formalisation of MSEs 
 
Source: Own compilation.  
 
Process and product upgrading seem to be an important pre-condition to enable micro-enterprises 
to specialise on certain products or functions and perform them in an efficient way. This 
specialisation is, in turn, an important pre-condition for the development of business linkages with 
other enterprises. It is unclear, however, whether the relationship cannot also be the other way 
round: business linkages as a pre-condition to achieve process and product upgrading. The other 
open point is related to the question when the formalisation (especially in the de jure sense) of 
micro-enterprises should necessarily take place: is it an unavoidable precondition in order to 
develop business linkages with other (especially bigger) enterprises or can it take place later? 
Nelson/de Bruijn refer to the informal sector as low cost arena for experimentation for small-
scale businesses that can lead to business growth (Nelson/de Bruijn 2005: 591). 
There is a need for further research regarding the connections existing between the various types of 
upgrading, different types of business linkages and the inclusion of micro-enterprises into value 
chains. At the policy level, further insights are needed on how the growth process of dynamic micro-
                                            
7 Grosh/Somolekae 1996: 1880. 
8 Mead/Morrisson 1996: 1617. 
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enterprises can be promoted by donor and government agencies. For this, the so-called “value chain 
approach” which has become popular in the field of PSD in recent years, will be taken as a basis.  
Many (donor and Government) strategies, policy papers and academic researchers refer to the 
importance of creating linkages among MSMEs, between enterprises of different sizes and sectors, 
as well as between the formal and informal economies. Some open questions remain, however, 
specifically related to how to make business linkages work sustainably in environments where they 
are weakly developed. 
Taking into consideration that poverty reduction is the main aim of development cooperation, a 
focus on micro-enterprises, who are predominantly active in local and national markets, seems 
sensible. Contemporary research on value chains (and their promotion) is somewhat biased 
towards global value chains, to a certain extent disregarding that they co-exist with local, 
national and regional value chains. In this sense, some of the characteristics of value chains 
(related to their structure, possibilities for upgrading, access to global markets, etc.) may be 
overstated and donors should ask themselves whether to re-direct their support to alternative 
channels (such as local value chains) and what instruments and modes of delivery would be 
suitable to do so (see Altenburg 2007).  
On this basis, the study wants to derive insights from literature and field study in relation to the 
applicability and relevance of the “value chain approach” to micro-enterprises and local markets. 
This includes gaining an understanding how the upgrading process of MSEs, including those 
operating in the informal sector, works and how it relates to the development of linkages with 
other enterprises. 
 
 
1.3. Objectives of the study 
 
The overall objective of the study is to identify how micro-enterprises can be integrated into 
local value chains by using the so-called “value chain approach”. 
 
The outcome of the study will be to provide an assessment of the relevance and applicability of 
the “value chain approach” to micro-enterprises and local value chains in the context of a 
developing country characterised by low levels of industrialisation, as well as policy 
recommendations for practitioners (from public and private sectors, as well as donor community, 
NGOs and civil society) on how to address the integration of micro-enterprises in value chains.  
 
This rather comprehensive research question includes investigation into the following: 
1) Which business linkages exist among micro-enterprises and with enterprises of different sizes 
and sectors, and how are they related to the upgrading process of micro-enterprises? 
2) What influence does the legal status of micro-enterprises have on the development of business 
linkages and on the upgrading process? 
3) How can the development of business linkages and the upgrading process (and, therefore, the 
integration into value chains) be supported and enhanced within the framework of PSD? 
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The underlying hypothesis is that the integration of micro-enterprises into value chains is linked to 
two issues: the development of business linkages, and upgrading and/or growth opportunities. 
 
(1) Business linkages among micro-enterprises and with enterprises of different sizes and 
sectors, as well as the relation to the upgrading process of micro-enterprises  
By means of a literature review, a survey among micro-entrepreneurs and key informant or expert 
interviews, an understanding of the significance and importance of business linkages in shaping 
the industrialisation process within a country, the integration of micro-enterprises into value 
chains, as well as their prospects for upgrading and growth will be gained. Furthermore, how 
value chains function and what opportunities they offer for the upgrading and growth of 
enterprises will be discussed. By means of a literature review and a survey among micro-
entrepreneurs, the existence of business linkages between micro-enterprises and enterprises of 
different sizes, and therefore, how “embedded” they are in the local economy, will be assessed. 
Forward and backward linkages, as well as different types of cooperation among enterprises, will 
be identified. Insights into the main determinants, constraints and obstacles will be provided. The 
relationship between the upgrading process and the development of business linkages within the 
context of a country with a low level of industrialisation will be clarified. How the upgrading 
process works within value chains and, specifically, for micro-enterprises, will be analysed based 
on the different dimensions of upgrading identified in the literature related to value chain analysis 
(process, product, functional and chain upgrading). 
 
(2) The importance of the legal status of micro-enterprises for the establishment of and the 
engagement in business linkages, as well as the upgrading/growth process 
By focusing on a certain size of enterprises in the survey (up to 10 employees), the study will show 
that micro-enterprises operate in a continuum between complete formality and complete 
informality in legal (de jure) as well as de facto terms. By means of a literature review, a survey 
among micro-entrepreneurs and expert interviews, different factors influencing the transformation 
or graduation process into formality will be assessed, among them the role of uncertainty, norms, 
attitudes, social relations and objectives of entrepreneurs, but also the role of government and 
development aid organisations. The aim is to get insights into the connection between the level of 
formalisation of micro-enterprises and their ability to develop business relations and upgrade and/or 
grow in a developing country. Furthermore, how the “problem of informality” is treated in PSD and 
MSME (government and donor) policies and whether concrete interest/policies exist related to the 
formalisation of informal enterprises as well as the development of linkages between formal and 
informal sector, and between enterprises of different sectors and sizes, will be assessed. 
 
(3) Support to and facilitation of the integration of micro-enterprises into value chains within 
the framework of PSD 
To address this point, an analysis of existing (Government and donor) policies targeting micro-
enterprises will be made, mainly through a literature review and expert interviews. Assumptions, 
objectives, key principles, and logic of intervention in PSD and MSME promotion will be revealed. 
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How concepts such as “value chain”, “upgrading”, “growth” and “competitiveness” can be or are 
applied to micro-enterprises in countries with low industrialisation levels will be discussed. 
An overview over the “new” field of value chain promotion within ODA (also referred to as “value 
chain approach”) and recent attempts to use it to achieve pro-poor growth will be provided by 
means of a literature review, which includes the comparison of different approaches/instruments 
used within PSD and MSME promotion to the “value chain approach”. By means of key informant or 
expert interviews and the literature review, an insight into how PSD practitioners see the 
relatively new approach of “value chain promotion”, i.e. what potentials and challenges they see 
in its application within a country with a low industrialisation level, will be provided. In this 
context, the discussion of the following points will be covered: the applicability and relevance of 
the “value chain approach” (developed on the basis of global value/commodity chains) for the 
support of micro-enterprises (mainly operating in local markets, including those operating in the 
informal economy); a definition of the concept of “pro-poor value chain development”, taking 
into account that the poor can be entrepreneurs, employees and customers along a given chain, 
and its relation to the targeting of MSMEs; the combination of interventions aimed at supporting 
the upgrading process of micro-enterprises and the development of business linkages with 
programmes of non-financial support (such as Business Development Services, known as BDS) to 
MSMEs. Practical recommendations to the different stakeholders in PSD as to the application of 
the “value chain approach” for the promotion of micro-enterprises will be suggested.  
 
 
1.4. Research design  
 
To achieve the above-mentioned objectives of the study, information will be gathered through: 
(a) documentary study or literature review, and (b) field investigation. The research design is 
summarised in the figure on the following page. 
 
(a) Documentary study or literature review 
The aim of the literature review is to deepen the researcher’s theoretical understanding of a 
topic, to become familiar with the latest theoretical developments and debates in the area of 
research, mainly by becoming acquainted with the problems, hypotheses and results obtained by 
previous research. Therefore, a literature review serves to sharpen the researcher’s understanding 
of the research problem and may identify gaps and inconsistencies that may justify further 
research. The insights of the literature review inform the empirical research (in this case the 
questionnaire design for the survey among micro-entrepreneurs and the interview guideline for 
the key informant or expert interviews). 
The literature is mainly based on the analysis of case studies and project experiences gathered in 
recent development literature, including: 
o international and local literature published on topics related to PSD, MSMEs, informal sector, 
business linkages and value chains in academic journals, textbooks, and online, 
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o official PSD and MSME policy papers from all major bilateral and multilateral donor agencies 
(in general and of with a specific focus on Uganda), 
o manuals, guidebooks, toolkits on the “value chain approach” published by donor agencies, 
NGOs and consulting companies, 
o strategies of the Government of Uganda related to PSD and MSME promotion, based on broader 
strategies related to poverty reduction and industrial development. 
 
(b) Field investigation 
The research questions formulated above will be analysed from two points of view:  
o the “micro perspective”: from the point of view of micro-enterprises and entrepreneurs 
o the “macro perspective”: from the policy side, which includes policies formulated and 
implemented by governments as well as donors. 
 
The empirical study combines qualitative and quantitative approaches: 
(1) a questionnaire-based survey among micro-entrepreneurs, and  
(2) expert or key informant interviews, using a semi-structured interview guideline. 
 
From the analysis of current donor and Government policies and the results of the micro-
enterprise survey, conclusions will be drawn as to how the process of inclusion of micro-
enterprises into value chains can be supported and enhanced in future. 
 
Figure 2: Research design 
 
Source: Own compilation.  
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1.5. Relevance and scope of the study 
 
There is an overall consensus that MSMEs (or at least a certain percentage of them) can be the 
basis for private-sector-led growth in developing countries. Micro-enterprises are especially 
important because of their potential contribution to poverty reduction in these countries. 
This study will contribute to the understanding of the growth and upgrading process of micro-
enterprises in countries with a low level of industrialisation. Through this it will be possible to 
understand what potential lies in micro-enterprises as drivers of a broad private-sector-led 
growth. The study will also contribute to the understanding of how the process of integrating 
micro-enterprises into value chains in developing countries can be shaped. This will be an 
important contribution to the development and formulation of private sector development (PSD) 
strategies by Governments and donors aimed at MSEs. This study will  
o concentrate on micro-enterprises, which implies a focus on local/regional markets as well as 
on the poorer and more marginalised segments of society; the focus is also on 
manufacturing/processing businesses, not on trading (retailing/wholesaling) of inputs, services 
or products; 
o consider the continuum between informality and formality; 
o cover the existence and possible development of different types of linkages between (formal 
and informal) enterprises of different sizes, shaped by the local business culture and 
environment, understanding partnerships as mechanisms for value chain upgrading; 
o cover both Government and donor policies aimed at PSD, MSME, business linkage and value chain 
promotion and discuss their respective roles alongside the private sector and civil society.  
 
Geographical span: the study focuses on Uganda as case study. Within Uganda, the empirical study 
was carried out in the major urban centres in the Southern part of the country (covering the 
Eastern, Central and Western part).  
For more than 20 years now, Uganda has worked to overcome its legacies of colonialism, 
repressive government and conflict. The land-locked East African country has introduced a wide 
range of reforms since President Museveni took office in 1986. The results of these efforts 
amount, at least partly, to the fact that Uganda is widely seen as an African success story, with an 
impressive record of sustained economic growth over the last two decades. Nevertheless, Uganda 
still remains deeply impoverished (see Kappel/Lay/Steiner 2004 for a review of poverty reduction 
efforts in Uganda in recent years). The focus on Uganda implies a focus on Sub-Saharan Africa 
(SSA) and an economy characterised by a low level of industrialisation. 
 
Sectoral range: The Government of Uganda has declared it a priority to promote agro-based 
sectors, industrialisation, intra- and inter-sectoral linkages, as well as MSEs (see GoU 2000a, 2004 
and 2010, as well as GoU 2000b, MoFPED 2000a and 2007, MTTI 2003 and 2008, as examples of 
Government strategies in different areas). The following two sectors were chosen for the survey 
among micro-entrepreneurs: food processing and wood. This was done based on the facts that 
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they are agro-based, involve processing/manufacturing in which large numbers of micro-
enterprises are active, are either dominated by men (in the case of the wood sector) or women (in 
the case of food processing), can offer insights into different types of linkages between 
enterprises engaged in them, and might entail export potential.  
 
 
1.6. Limitations of the study 
 
The choices made along the definition of the research design imply a number of limitations of the 
study, such as: 
o The empirical study is limited to two sectors: food processing and wood; the findings can 
therefore not necessarily be generalised for other sectors in Uganda. 
o The empirical study is limited to enterprises located/operating in major urban centres across 
the Western, Central and Eastern parts of Uganda. The findings can therefore not necessarily 
be generalised for rural areas and the Northern part of Uganda, even in the same sectors as 
the ones analysed. 
o The empirical study is limited to micro-enterprises engaged in manufacturing/processing of 
agro-based materials. As a result, not whole value chains were covered in the empirical study 
on the two sectors, but rather the position of MSEs within these various value chains was 
analysed in more detail. 
o Interviews with key informants or experts were conducted at a time when the “value chain 
approach” was relatively new. The findings might reflect the views of people who are 
confronted with a relatively new approach (not only in terms of instruments, but also in terms 
of language used and logic of intervention) at a time when it was not yet widely (or only in a 
limited way) applied in practice in Uganda.  
 
 
1.7. Structure of the study 
 
The figure on the following page summarises the structure/layout of the study. The chapters in 
the round shapes refer to the literature review, while the chapters in the diamond shapes contain 
the empirical study/research (its design and discussion of results/findings). 
 
Chapters 2 and 3 provide an overview of the fields of Private Sector Development (PSD) and MSME 
promotion, common areas of intervention within development cooperation. Definitions of basic 
concepts are provided and developments in the concepts and practices are highlighted. Logic and 
levels of interventions, as well as key principles guiding these, are described. 
Chapter 4 provides an overview of the theoretical background related to business linkages and 
value chains. After introducing the concepts, the upgrading/growth process within value chains 
and of MSEs, as well as its determinants, are presented. Value chain promotion, a relatively new 
field in development cooperation, is introduced: similar to chapters 2 and 3, logic and levels, as 
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well as key principles of intervention, are detailed and a positioning/classification within the 
wider context of MSME promotion and PSD takes place. 
Uganda is the focus of Chapter 5: background information on the country and its economy is 
provided here. In more detail, issues related to PSD in Uganda are described, putting emphasis on 
policies and relevant institutions shaping PSD in Uganda. 
Chapter 6 provides details on the methodology used. The empirical study conducted in Uganda is 
described: this comprises both the survey among micro-enterprises, as well as the expert or key 
informant interviews conducted in Uganda in 2004. Details on the sample selection, the steps 
followed when conducting the survey and interviews, as well as the data analysis are described. 
The findings of the field study and theoretical research are presented in Chapter 7. 
The thesis ends with conclusions in Chapter 8. These also include recommendations for policy-
makers and PSD practitioners. 
 
Figure 3: Structure of the study 
 
Source: Own compilation.  
 
Chapter 1
Introduction 
Chapter 2 
Private Sector 
Development 
Chapter 3
MSME 
promotion 
Chapter 4
Business 
linkages and 
value chains 
Chapter 5 
Uganda 
Chapter 6
Research methodology 
Chapter 7
Research findings 
Chapter 8
Conclusions and 
recommendations 
 14
2. The role of the private sector in development 
 
It is almost undisputed that the private sector plays an essential role in sustaining economic 
growth and contributing to poverty reduction in developing countries, since it is an important 
source of innovation and employment generation.  
Fostering Private Sector Development (PSD) is a key pillar of national development strategies in 
developing countries and a key area of intervention by multilateral and bilateral donor agencies, 
as well as NGOs. The discussion on the promotion of PSD is to be seen in the context of the wider 
debate on the respective roles of the state and the market in achieving growth and development.  
This introductory chapter reviews and discusses the importance and the role of the private sector 
in achieving growth and development, from the point of view of development theory and policy 
debates. This chapter also reviews the practices of PSD, with their expected impact and 
modalities of intervention.  
 
 
2.1. Definition of the private sector 
 
The private sector is that part of a country’s economy which is not controlled by its government. 
A concept closely related to that of “private sector” is the “market”, which is often used 
synonymously. A market can be a physical or virtual place where buyers meet sellers of a given 
good or service in exchange for goods, services and/or money. A market economy consists of a 
variety of markets and is an economic system in which decisions on the allocation of resources are 
made on the basis of prices established through the forces of demand and supply, i.e. 
decentralised and voluntary exchanges of goods and services between market actors. A market 
economy requires private players, as well as governmental and non-governmental actors that 
jointly establish the rules of the game for the market.  
The private sector is not a sector in the sense that we refer to education or transport, but is 
rather a “way of doing things across sectors” (World Bank 2002: i). It is conceived as a “basic 
organising principle for economic activity where private ownership is an important factor, where 
markets and competition drive production and where private initiative and risk-taking set 
activities in motion. The private sector principle can be applied in all economic activities – 
agriculture, industry and services (including the delivery of public services).”9 This very broad 
definition covers all actors engaged in risk-taking activities to earn profits and income through 
market exchange and covers the poor and the rich, individuals and associations, smallholder 
farmers, micro-, small- and medium-scaled businesses, as well as large local and multinational 
companies. Therefore, a market economy and functioning markets are necessary conditions for PSD. 
                                            
9 OECD 1995: 7. 
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2.2. The importance and role of the private sector: insights from 
development theory and policy debates  
 
The discussion on the promotion of PSD is to be seen in the context of a wider debate on the 
respective roles of market and state in achieving growth and development and is also related to 
the debate on industrial development and policy. 
If markets worked perfectly, they would allocate resources optimally and there would be no need 
for government to intervene in economic activities. However, market failures can emerge through 
imperfect competition and market power, in the supply of public goods and through externalities. 
In theory, these market failures can be corrected through government intervention. However, 
government interventions are the result of a political process, which means that government 
failures are also possible. Both the market and the state are needed for allocating resources and 
the costs of market failures must be weighed against the costs of government failures when 
choosing an economic system.  
 
2.2.1. The linear-growth model and the catch-up goal 
Theorists of the 1950s and 60s viewed the process of development as a series of successive stages 
of economic growth which all countries must pass through: (1) traditional society; (2) pre-
conditions to take-off; (3) the take-off; (4) the drive to maturity; (5) the age of high mass 
consumption (see Todaro 2002: 112-6, for a description of the linear-stages-of-growth model). 
Under this theory, economic growth was stimulated by the right mixture of saving, investment and 
foreign aid. Large-scale industrialisation was considered to be the means for achieving economic 
growth, the take-off to a mature economy. This was inspired by the Marshall Plan for economic 
reconstruction and the massive injection of capital investment coupled with state intervention 
designed to accelerate the pace of economic development, which had proven to be successful in 
post-war Europe.  
 
2.2.2. Structural-change models  
theories focus on the mechanisms by which underdeveloped economies transform their domestic 
economic structures from a traditional subsistence agriculture to a modern, more urbanised and 
more industrially diverse manufacturing and service economy (see Todaro 2002: 116-23, for a 
description of theories and patterns of structural change).  
In the 1960s and 70s, the state was regarded as the prime mover of economic development. Many 
developing countries adopted inward-looking strategies aimed at the development of a modern 
industrial sector through government-led central planning, protectionism and other direct 
incentives, influenced by the export pessimism of the 1950s and 60s, as well as import-
substitution industrialisation inspired around the argument of infant industry protection. State-
owned enterprises were another important component: the structuralists believed that, given the 
underdeveloped capital markets in developing countries, only the state could generate and 
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manage the sizeable investments needed to industrialise. In sum, under this theory, governments 
of developing countries had to actively promote industrialisation through government regulation 
of the economy.  
From the 1960s to the mid-1980s, a second strategy, which could be considered as opposed to the 
import-substitution industrialisation, was utilised mainly by Asian countries, the so-called export-
oriented industrialisation. However, in terms of relation between the market and the state, there 
is no intrinsic difference between the two models (see see Hayami/Godo 2005: 268-80, for a 
description and an assessment of the industrialisation process in the “tiger economies”). Under 
the export-oriented model, industrial production is oriented towards the world market, but 
exports are heavily promoted by the state and target industries protected by means of tariffs, 
import quotas, foreign exchange controls and directed credit.  
 
2.2.3. International-dependence models 
During the 1960s, dependence models came up, being more political in orientation and criticising 
the linear stages and structural-change models. Underdevelopment was explained through 
international and domestic power relationships (of dependence and dominance), institutional and 
structural rigidities and the resulting dual economies and societies both within and among 
countries throughout the world (see Wallerstein 1974, as well as Senghaas 1974 and 1979 as key 
works within this line of thought). Under these theories, emphasis was placed on poverty 
eradication, provision of more diversified employment opportunities and reduction of income 
inequalities, all to be achieved within the context of a growing economy, but without giving 
economic growth such a central status as in the linear stages and structural-change models (see 
Todaro 2002: 123-7, for a contextualisation of international-dependence theories). Also under 
these theories, the developmental state played a key role, mainly in the areas of agricultural 
reform, diversification of the production structure, industrialisation and increase of the level of 
employment. Representatives of dependency approaches criticised that countries were either 
dependent on exports (as in the case of Asian countries under the export-oriented industrialisation 
model) or on foreign investments, mainly through TNCs (as in the case of many Latin American 
countries); ideas were put forward for models of autonomous industrialisation, based on an 
industrial production mainly oriented towards the domestic market, led by local investment and 
based on the utilisation of an independent technological capacity (see Kiely 1998: 64-7, for a 
summary of the debate on dependent and independent industrialisation strategies). 
 
2.2.4. Structural Adjustment Programmes – The Washington Consensus 
The 1980s and early 90s became a decade of neoclassical (or also referred to as neoliberal), free-
market resurgence, where government interference was seen as unnecessary and even 
detrimental to development. Since the mid-1980s, the widespread adoption of an economic 
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development paradigm10 based on policies to strengthen market forces, increase competition and 
refocus the role of the state has heightened the beneficial role of free markets (see Hayami/Godo 
2005: 280-95, for an assessment of structural adjustment policies). Many developing countries 
have undertaken structural reforms focusing on:  
o fiscal discipline and concentration of public expenditure on public goods such as education, 
health and infrastructure;  
o promotion of deregulation and competition (including trade liberalisation, openness to foreign 
direct investment and privatisation of state-owned enterprises); and  
o improvement of the legal, judiciary and regulatory environment. 
The public choice theory, or new political economy approach, also played a key role during the 
neoclassical resurgence, putting emphasis on the self-interested perspectives from which 
politicians, bureaucrats, citizens and states act, with detrimental effects on development, 
providing further arguments in favour of minimal state intervention.  
 
2.2.5. Post-Washington Consensus 
In the 1990s, the established neoclassical paradigm in international development assistance began 
to be seriously questioned and the role of the state in development was being reconsidered 
(failures of the structural adjustment programmes were illustrated by Easterly 2001 and Stiglitz 
2002, among many others).11 Apart from the recurrent crises in Latin America and East Asia, one 
of the main criticism stemmed from the fact that structural adjustment carried considerable 
social costs with it and had failed to achieve economic growth and poverty reduction in low-
income countries, especially in Africa (see Hayami/Godo 2005: 282-98, for a summary of the 
criticism to the Washington Consensus). The general perception that the free market system is 
broadly and universally efficient in enhancing economic growth had waned, mainly because of the 
critical importance of institutions in the development process. These institutions may differ across 
countries and economies on different development paths (see North 1981, 1990 and Williamson, 
O.E. 1985, key representatives of New Institutional Economics). The role institutions play in the 
development process, but also in (re)distribution processes, is blanked out in the perception of 
the Washington Consensus (BMZ 2004: 5).  
The influence of New Institutional Economics showed itself in the rejection of an inherent conflict 
between state and market (see Estrup 2009: 9). The new view still holds that development has to 
be market-based, but sees the state as the provider of an enabling environment and fundamental 
public goods. This new paradigm brought the mixed-economy model into the donor focus, with 
assigned roles for and partnership between public and private sectors, and can be considered a 
“neo-structuralist” approach (see Estrup 2009: 10). A key part of the state’s role is to provide and 
                                            
10 The so-called “Washington Consensus“ reflected the free-market approach to development followed by multilateral 
organisations such as the IMF and the World Bank. The term “Washington Consensus” was coined by J. Williamson 
to refer to “the lowest common denominator of policy advice being addressed by the Washington-based institutions to 
Latin American countries” (Williamson, J. 2000: 251). 
11 The so-called “New Consensus“ or “Post-Washington Consensus” came forward at the 1998 Summit of the 
Americas in Santiago de Chile (Todaro 2002: 704).  
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secure the foundations for economic development by ensuring that the requirements for an 
effective market-based economy are met (Todaro/Smith 2002: 705). Building the state’s capacity 
and responsiveness through appropriate reforms, responding to and limiting government failure, 
and encouraging the participation and strengthening of civil society in general, strengthening the 
voice and power of the poor (empowerment) and maximising the initiative of aid-recipient 
countries (ownership) are key areas of intervention.  
Another major pillar of the post-Washington Consensus is the assumption of poverty reduction as 
the immediate objective of (government and donor) interventions, rather than a consequence of 
the (trickle-down effect from) economic growth the interventions are designed to stimulate (see 
Hayami/Godo 2005: 295-306, for a description of the post-Washington Consensus). Two major 
changes in international development co-operation summarise the shift in the orientations: the 
PRSP12 processes and the introduction of the Millennium Development Goals (MDGs)13. 
Nevertheless, just as the Washington Consensus could be summarised in 10 points (see, for 
example, Williamson, J. 2000: 252) which did not contain any direct reference to reduction of 
poverty or inequality as central ends in themselves related to economic development, all 8 MDGs 
are related to quality of life in a broad sense and do strikingly not include any target directly 
related to economic growth, reflecting the respective current modes in development assistance. 
However, it is a broad consensus among donors and policy-makers that sustained economic growth 
is a necessary condition for sustained poverty reduction.  
 
 
2.3. Private Sector Development: concepts and practices  
 
At least since the 1980s, the concept of the private sector as the main engine of economic growth 
has advanced with vigour and constitutes by now one of the most important elements in 
mainstream development thinking.  
The Consensus reached at the end of the 1990s in development thinking and co-operation basically 
follows a simple logic: (1) poverty reduction is the main objective of development (co-operation); 
(2) central to development is economic growth; (3) economic growth is best achieved through the 
private sector; (4) government has a central role to play in making it possible for the private 
                                            
12 PRSP stands for Poverty Reduction Strategy Paper. These papers describe a country’s economic and social 
policies and programmes geared towards achieving poverty reduction, within a three-year or longer period. PRSPs 
are the basis for assistance from both the IMF and the World Bank and most donor agencies have incorporated them 
into their own programmes. However, unlike during the structural adjustment period, conditionalities are not imposed: 
in PRSP preparation and implementation, the recipient countries are meant to be “in the driver’s seat”, a process 
through which ownership and commitment to the objectives are to be achieved. 
13 The Millennium Development Goals were introduced by the United Nations in 2000 (see, for example, the sites 
www.unmillenniumproject.org or www.developmentgoals.org for more information on the MDGs). Eight goals have 
been defined, all related to quality of life, the first one being the most prominent: halving the proportion of people 
living on less than one dollar a day until 2015. The MDGs have subsequently been reaffirmed at several international 
fora and are by now recognised as the common goals for international development co-operation. The World Bank 
has incorporated the MDGs into the PRSP, so that by now every PRSP details how the MDGs are going to be 
achieved. The combination of PRSPs and MDGs reflects the current mode in development co-operation, under which 
poverty reduction is considered the immediate objective of development assistance, rather than the consequence of 
economic growth.  
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sector to flourish and in ensuring that growth contributes to poverty reduction (see 
Schulpen/Gibbon 2001: 16). This logic of intervention for PSD will be elaborated in the following.  
 
2.3.1. The expected impact of Private Sector Development 
 
Motivations for supporting PSD are based on promoting economic efficiency and social welfare. 
PSD promotes efficient economic growth and development and is a source of wealth, dynamism, 
competitiveness and knowledge. 
“Private enterprise is far and away the largest source of employment and investment and a 
significant source of tax revenues. In addition to these tangible contributions, private enterprise is 
an important source of less tangible, but critically important, factors such as openness to ideas, 
innovation, opportunity, and empowerment.” (IFC 2000: 1)  
“Donors agree that private sector development is fundamentally about people: releasing and 
harnessing their productive potential and satisfying their human needs and desires; and creating 
pluralistic societies which provide both human freedom and human security.” (OECD 1995: 7) 
 
PSD can make a contribution to sustainable development in various ways (see as examples for 
donor policies on PSD: OECD 1995 and 2007a; BMZ 1996 and 2007; IFC 2000; World Bank 2002; CIDA 
2003; EC 2003a; SIDA 2004; UNDP 2004; Downing et al. 2006; ILO 2007; DCED 2008; DfID 2008; 
ÖEZA 2010):  
o PSD affects a country’s population, including the poor, at different levels: 
• as employees: the private sector is the major source of employment (and, therefore, of 
income) nowadays, in all developing countries, whether it is through self-employment or 
through salaried jobs. Jobs and incomes created by private enterprises lead to a more 
equitable distribution of the benefits of growth.14 In the case of micro-enterprises15, this 
factor is further enhanced by their particularly direct impact on poverty alleviation and 
on the integration of women and other marginalised segments of society into economic 
life. Better employment opportunities also increase incentives for people to invest in 
their education and skills. Competitive, profitable and growing enterprises, including 
those in the informal sector, can pay better wages and invest more in capacity building. 
• as entrepreneurs: owners of private sector firms, regardless of their size, face many 
constraints, such as insecure property rights, corruption, policy unpredictability, and 
limited access to finance and public services. Relieving these constraints increases 
entrepreneurs’ incomes and enables them to expand their activities. The freedom for 
                                            
14 Employment is a crucial link between growth and poverty reduction. However, two major conflicts may arise when 
formulating and implementing PSD agendas: insufficient growth impulses created through the specific focus on 
sectors dominated by the poor (i.e. agriculture) and the problem of negative employment effects related to 
productivity growth and/or reduction in capacities. See Kausch/Mummert 2006 for a summary on the relationship 
between PSD and employment.  
15 The specific impact expected from the promotion of micro-, small- and medium-scale enterprises will be discussed 
in more detail in the next chapter. 
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entrepreneurs to enter and exit markets, to innovate and adapt products and production 
processes to demands, is key to a functioning private sector.  
• as consumers: a vibrant private sector expands the variety and reduces the costs of goods 
and services, including those consumed by poor people. The choice by consumers renders 
entrepreneurs responsive to what citizens want: competition provides the opportunity to 
constantly enhance the quality of products and services, as well as of production and 
delivery processes.  
• as potential recipients of tax-funded services or transfers: economic growth boosts 
government revenues, which can be used to finance (free or low-cost) public services such 
as education and health, enhancing the welfare of citizens (and specifically the poor).  
o PSD engages people more actively in the productive and decision-making processes that affect 
their lives, furthering goals of participatory development and good governance. A growing 
private sector creates new stakeholders in the economy advancing the development of a more 
pluralistic civil society that can lead to more accountable political systems and rising labour 
standards. Participation in economic interchange is a basic part of social living, while 
economic freedoms are closely linked to political and social freedoms (see Sen 1999). 
o The combination of greater competition, market forces and profit motivations stimulates 
better use of both human and material resources, and creates the tax base and potential for 
service provision and market-based policy instruments for tackling social and environmental 
challenges. 
o Competition provides incentives to search for, adopt and adapt improved practices: open and 
competitive markets are regarded as the best mechanism to stimulate innovation, learn and 
spread advances in relation to technology and organisational/operational issues.  
 
PSD and poverty reduction 
The private sector, by providing employment and income-generating opportunities, contributes to 
economic growth. The pace and quality (i.e. its composition, distribution and sustainability) of 
economic growth, in turn, impact on all aspects of poverty16. The link between PSD and poverty 
reduction is mainly explained through two mechanisms: the poor can benefit directly from growth 
in their livelihoods, either as farmers, workers or entrepreneurs, as well as indirectly as 
consumers and recipients of either private-sector-produced goods and services or tax-funded 
social services (OECD 2004: 16-17). A functioning private sector, embedded in an effective state, 
can help the poor seize opportunities. 
The potentially biggest hope for poverty reduction comes from mechanisms that promote the 
diffusion of improved and best practices to areas where the poor live and work 
                                            
16 Poverty reduction is considered to be multi-dimensional, with an economic (increased income), but also a social 
and health (basic needs), as well as a political (empowerment, access to decision-making) dimension. 
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(Klein/Hadjimichael 2003: 127). Providing access to products and services, as well as choices, to 
the poor, through vibrant and competitive markets, leads to empowerment.17 
 
2.3.2. Levels and areas of intervention 
 
Most donors and many developing countries have designed their own policies and programmes in 
support of the private sector. There is broad consensus as to which are the levels of intervention 
(see the examples of donor policies and programmes on PSD mentioned above): 
o on the international level (or meta-level), countries and donors are involved in policy dialogue 
related to issues such as trade regime, debt reduction, global financial system and global 
public goods, but also coordination and alignment of policies and interventions;  
o on the national level, three main levels of intervention are distinguished: 
• at the macro level, the interventions are geared towards enhancing the macro-
economic, institutional and regulatory framework in order to stimulate local and 
foreign investment, good governance and stability; 
• at the meso level, efforts focus on the improvement of the institutional environment 
that frames business decisions, supporting intermediary institutions such as the 
financial sector, education institutions or representative organisations, as well as the 
provision of infrastructure;  
• at the micro level, direct financial or non-financial support is provided to market 
actors and enterprises. 
 
It is a common perception that these different levels are inter-related: on the one hand the higher 
level(s) of the system set the parameters (both in terms of opportunities and 
hindrances/constraints) for any developments taking place at the lower level(s); on the other 
hand the actors at the lower level(s) determine and shape the resources of a society and are able 
to influence the higher level(s). In line with this perception, many donors and policy makers 
advocate for a holistic, systemic or integrated approach to PSD.18 
 
However, there is no consensus as to which concrete measures are the most effective ones to set 
in motion private sector growth and development. This comes down to the discussion among 
policy makers and donors, and the resulting lack of consensus, of whether direct interventions 
(believing in the effectiveness of direct support to market actors) or rather support to catalytic 
interventions and framework conditions (believing in a subsequent trickle-down effect) work best.  
                                            
17 Somehow inspired by Amartya Sen (Sen 1999), see the approach of Making Markets Work for the Poor (M4P), 
developed by DfID, which focuses on giving the poor more assets and more access to markets so that they can 
participate in the growth process more (see DfID 2000), which also provides the basis for DfID’s PSD strategy (DfID 
2008). Also the discussions around the Bottom (or Base) of the Pyramid (see Prahalad 2006) and the Bottom Billion 
follow a similar line of argument (see Collier 2007).  
18 Examples of these are SIDA, UNIDO and the BMZ/GTZ, who use it as a standard approach in project/programme 
implementation. A holistic, systemic or integrated approach not only refers to the fact that interventions should cover 
all levels presented here and their interdependencies, but also refers to the fact that especially environmental and 
social issues should be considered next to economic and financial ones, together with the inherent trade-offs. 
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This has led to a wide range of activities commonly supported or implemented in the field of PSD, 
which also reflects the complexity of dealing with the various intervention levels mentioned above. 
The table below provides a summary of interventions at the various levels relevant for PSD. 
 
Table 1: Examples of PSD interventions at the meta-, macro-, meso- and micro-levels 
Level of 
intervention Possible interventions 
INTERNATIONAL 
(states and multi-
/international 
institutions as main 
actors) 
International trade regime 
• lobbying and advocacy in multilateral fora (WTO, World Bank, IMF, etc.) 
• improve access to international markets (mainly Europe and North America) for 
developing countries 
• build trade negotiation capacity in developing countries  
• regional integration 
Debt reduction 
• lobbying and advocacy 
• support bilateral and/or multilateral debt relief for poorest countries 
Access to foreign capital 
• Setting up bilateral and international investment treaties 
• Promote and facilitate FDI 
• Create opportunities for establishment of business linkages between foreign and 
domestic firms 
Global public goods and global governance related to issues such as 
• Environmental protection, climate change, pollution, biodiversity 
• International/Global financial system 
• Communicable diseases such as HIV/AIDS, malaria, flues 
• Knowledge and technology transfer, intellectual property rights 
Policy coordination 
• Reduce tied aid 
• Enhance policy coordination and coherence among donors 
N 
A 
T 
I 
O 
N 
A 
L 
Macro 
(state as main 
actor) 
Macro-economic environment and framework conditions 
• encourage appropriate policies aimed at macro-economic stability (such as low 
inflation, deregulation, fiscal and monetary stability, and rational factor prices) 
• strengthen economic, industrial, labour and fiscal policy in developing countries 
through technical assistance, training and exposure 
• development and enforcement of appropriate supporting policy and legal, regulatory 
and administrative framework 
• facilitate harmonisation of the regulatory system with international practices and 
legal frameworks 
• encourage development of capital market, including sound banking supervision 
• encourage privatisation where suitable 
• less bureaucracy, simplification of regulations 
• ease of business establishment, ease of bankruptcy procedures 
• improve revenue collection and tax administration  
• encourage sustainable natural resource use 
• stimulate investment in disadvantaged areas 
Physical infrastructure and human capital 
• ensure provision of and access to basic infrastructure (power, water, 
telecommunications, internet) 
• ensure provision of public goods (i.e. information, technology, etc.) 
• build/improve infrastructure to trade and compete (roads, ports, railways, power, 
water, telecommunications, IT) 
• build domestic capability to trade and compete 
• improve human capital (education, skills training, health services) 
• introduce social security and pension schemes  
Good governance and rule of law 
• fight corruption, reduce the scope of corruption 
• lower regulatory risk, fostering predictability and stability in the business environment 
• increase transparency in application of rules/laws, promoting the rule of law and its 
enforcement 
• encourage decentralisation where suitable 
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• introduce mechanisms to strengthen accountability of public and private sector 
institutions 
• prevent conflicts (based on gender and/or ethnic discrimination) and promote peace, 
stability and social cohesion 
 
Policy coordination 
• Encourage coordination among government, donors and representatives of civil 
society and private sector 
• Enhance policy coordination and coherence among donors 
• Promote alignment 
N 
A 
T 
I 
O 
N 
A 
L 
Meso 
Institutional environment to provide financial, physical and human 
resources/capital for PSD 
• encourage formation and strengthening of a variety of institutions (labour unions, 
employer organisations, Chambers of Commerce, business associations, federations, 
etc.) 
• support research and technology organisations and academia (agricultural research 
and extension, scientific research, innovation support, training institutions) 
• entrepreneurship promotion 
• support development and strengthening of intermediary financial institutions, 
competitive banking system, financial sector deepening, savings instruments, 
venture capital, micro-finance 
• support development of risk insurance markets 
• standards and certification services, quality infrastructure  
• encourage business linkages, institutions providing match-making operations  
• establish mechanisms and/or institutions through which the public and the private 
sectors can engage in dialogue and feedback 
Micro 
Financial and non-financial support to market actors, mainly enterprises  
• support business training 
• support for specialised consulting services 
• improve access to technology, technology and knowledge transfer 
• improve access to information on business opportunities and prices  
• increase local procurement 
• support participation in local, regional and international trade fairs 
• support SME development  
• support MSE development 
• support registration and formalisation of enterprises  
• improve access to finance through micro-credit schemes, provision of risk capital, 
special loan or grant schemes, guarantee schemes, local investment funds, and other 
instruments 
Source: Compiled by the author, based on OECD 1995, Schulpen/Gibbon 2001 and 2002a, UNDP 2004, 
DCED 2008. 
 
The most prominent themes in PSD, for which interventions on all above-mentioned levels are 
necessary, include: 
o creating an “enabling environment”19 (mainly referring to macro-economic reforms and 
general policy-making, as well as the regulatory and institutional framework affecting the 
business and investment climate), 
o financial sector development (including micro-finance and -insurance), 
o BDS (Business Development Services), 
o vocational and skills training, 
o supporting business linkages, clusters and networks, 
                                            
19 “Enabling environment” is a commonly used expression. Although, there is wide consensus that it is necessary to 
improve framework conditions for all enterprises in a country, there is no consensus on what exactly falls under it. 
See DCED 2008 for a recent attempt in establishing common guidelines for donor interventions, in which still six 
“contested issues” are listed.  
 24
o enterprise development (meaning schemes targeting SMEs and/or MSEs), 
o entrepreneurship development (including support to start-up businesses).  
 
2.3.3. Principles guiding Private Sector Development support 
 
The most important principles guiding PSD approaches are the following:20 
o Policy dialogue 
“PSD is about the interplay between the state as a formulator of the ‘rules of the game’, the 
‘players in the private sector’, and also of civil society.”21  
Strategies for PSD, whether general or country-specific, whether from a developing country or 
donor institution, and their implementation, are designed through a process of policy dialogue 
that includes the public and the private sector along with civil society, both at the national 
and international levels. This means that PSD programmes are ideally based on a deep analysis 
of the strengths, weaknesses, opportunities and dynamics of the local private sector, rather 
than on “one size fits all” approaches whereby more or less standardised inputs and 
approaches are introduced (Schulpen/Gibbon 2002b: 13). This highlights the importance of an 
effective relationship between the state and the private sector to identify and shape 
appropriate solutions to address market and government failures. Through the PRSP processes, 
multi-stakeholder dialogue or public-private dialogue has been widely institutionalised: PSD 
should be mainstreamed into national development and poverty reduction strategies, defining 
clear objectives and targets for the development of the private sector, market access and 
functioning, as well as specific changes to business regulations (OECD 2004: 55). The 
interaction with market players, both domestically in the recipient or partner countries and 
internationally on a global scale, should ideally cover the whole spectrum of actors, including 
those who are commonly underrepresented and/or marginalised such as the poor, women, 
smallholder farmers and the informal sector. Through concerted public-private efforts, the 
aim is to improve the quality of governance, giving the private sector and civil society the 
opportunity to provide inputs, comment on, review and oversee reforms, while promoting 
greater levels of transparency and accountability (DCED 2008: 11; UNIDO/GTZ 2008: 40, 43). 
 
o Ownership and commitment 
Equitable and broad-based participation is key at the level of policy formulation, but also at 
the implementation and monitoring/evaluation level. It is key to ensure that PSD programmes 
respond to the needs and priorities of developing countries. Strategic decisions on where to 
lead and how to shape the economy in a country need to be taken by the respective 
Government. 
Ownership and commitment by local governments and the private sector are important to 
ensure long-term sustainability. It is only through these mechanisms that government will 
                                            
20 These principles have emerged through international policy discussions and agreements in recent years. 
21 SIDA 2004: 4. 
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establish credibility and be willing to sustain the necessary reforms over a longer period of 
time; and it is serious reforms that create incentives for individuals and enterprises to perform 
(Klein/Hadjimichael 2003: 160-1). Donors should take on the role of unbiased brokers that 
bring together different stakeholders relevant PSD. 
 
o Poverty-orientation  
The focus of all PSD programmes is on contributing to the achievement of the first MDG 
(halving the proportion of people living on less than one dollar a day until 2015), although the 
involvement of the private sector in achieving the other MDGs is also key.22 
Efforts are geared towards enhancing access and equitable participation of all stakeholders, 
particularly poor and marginalised groups, in economic growth. The new consensus requires 
pro-poor growth to be at the centre of support strategies or plans, bringing together economic 
and governance reform, as well as interventions from a livelihoods perspective, aimed at 
reducing risk and vulnerability (OECD 2004: 63). 
As mentioned under the section on the impact of PSD, the poor are meant to be actively 
engaged in and directly benefit from the activities that generate economic growth, 
contributing to their employment, income and productivity, reducing their vulnerability and 
risk. Some donors go as far as establishing that they will specifically target those markets 
where the poor are directly involved through their PSD interventions (SIDA, for example, 
defines a focus on agriculture and the informal economy, see SIDA 2004). Others stress the 
fact that market outcomes are or need to be pro-poor, rather than considering certain sizes or 
types of enterprises (and support to these) per se as pro-poor (see, for example, OECD 2004). 
In this context, the term “inclusive market development”23 is used (see, for example, DfID 
2008 and UNDP 2008). Some PSD strategies include support to redistribution mechanisms, 
whereby the resources generated through economic growth should be invested in areas 
meaningfully affecting the poor, especially in human resource development. 
Altenburg/Drachenfels identify the explicit pro-poor reasoning as a key characteristic of the 
new consensus on PSD programmes: exponents of what they call the “New Minimalist 
Approach” argue that deregulation and secure property rights are not only beneficial for 
public welfare, but are especially beneficial for the poor (Altenburg/Drachenfels 2006: 396). A 
recent policy guideline put forward by the OECD (see OECD 2007b) is one example for the 
explicit focus on pro-poor growth. The Donor Committee for Enterprise Development (DCED) 
has stressed in a recent publication of common guidelines that a conducive business 
environment affects both the formal and informal economies and is one of the pre-requisites 
for economic growth and poverty reduction (see DCED 2008).  
                                            
22 With the more directly relevant ones being MDG 3 (gender equality and empowerment of women), MDG 7 
(environmental sustainability) and MDG 8 (global partnership for development). However, if the private sector is 
understood as “a way of doing things”, market development principles and the involvement of private sector actors 
become relevant for the achievement of all MDGs.  
23 “Inclusive business models include the poor on the demand side as clients and customers, and on the supply side 
as employees, producers and business owners at various points in the value chain.” (UNDP 2008: 2). 
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These discussions can be related to the contrast between pro-growth and pro-poor growth 
strategies and the resulting focus on either trickle-down effects or direct support (see 
Downing et al. 2006 and Müller 2008 for a summary on the relationship between PSD and 
poverty reduction), as well as on the lack of consensus about whether PSD interventions 
should focus on enterprises owned and managed by poor people (see Downing et al. 2006 and 
DCED 2008 for an overview of these contested issues) when pursuing the goal of poverty 
reduction or be more general in nature.  
 
o Interventions in a market setting and using a market-based approach 
The aim is to promote PSD which is economically efficient and enhances economic welfare 
(OECD 1995: 14). Sound PSD is, first and foremost, a function of a sound policy, including the 
necessary institutional underpinnings (Klein/Hadjimichael 2003: 155). Markets are not a way to 
replace the state; rather, they require an effective state to function at their best 
(Klein/Hadjimichael 2003: 168). Interventions, therefore, are aimed at correcting both 
government and market failures and require, once more, an effective relationship between 
the public and private sectors.  
The key principle is not to cause any distortion of markets through PSD interventions. Another 
key characteristic of the new consensus on PSD, according to Altenburg/Drachenfels, is the 
consistent and partly empirically backed criticism of traditional government-driven and 
subsidy-based support to the private sector, mainly consisting of transfers of hardware and 
finance (Altenburg/Drachenfels 2006: 397-8). A shift from a supply-driven approach to a more 
demand-driven approach can be observed both in policy discussions as well as at the level of 
implementation.24 Catalytic and systems-building approaches are at the centre of PSD 
strategies. The aim is to change incentives within markets to deliver pro-poor outcomes rather 
than providing direct support to enterprises (OECD 2004: 60). This is based on the 
acknowledgement that the capacity of the local private sector has often been 
underestimated, just as the signalling function and problem-solving capacity of markets.  
No distortion of markets is one aspect, but the other maybe more obvious one relates to an 
inherent business or commercial orientation, meaning that the interventions and ventures 
supported have to be economically viable to be sustainable.  
A consequence of the principle of market-orientation is the channelling of support through 
intermediary structures, so-called “facilitators”, that can be both individuals and institutions.25  
                                            
24 See Miehlbradt/McVay 2003, 2004 and 2005, as well as Wältring 2006, for a discussion of the shift in donor 
interventions, as well as the market development approach itself. 
25 Also due to the increasing pressure to find more cost-effective approaches and increase outreach, as well as 
ensure sustainability, donors now intervene indirectly in the market and use intermediaries or facilitators to channel 
their support, which are normally development-oriented institutions. Some facilitation services may develop 
commercial potential and be spun off, in which case institutions providing these services will be regarded as service 
providers rather than facilitators in a market development sense (DCED 2001: 8). See Miehlbradt/McVay 2003 for a 
discussion of the different roles of facilitators and providers. It is to be noted that also in relation to the state or 
governments, the term “facilitator” is being used, hinting at the shift from being mere service providers and regulators 
to also being facilitators and coordinators of PSD and development in general, providing an enabling environment 
and responding to the country’s needs. 
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Also consistent with the principle of market-orientation and the temporary nature of 
subsidies, all interventions should have a clear exit strategy defined from the very beginning 
(see DCED 2001, as well as EC 2003a as examples). 
 
o Capacity development and strengthening 
Broad-based growth implies learning processes taking place within society, which capacitate 
growing parts of the population in dealing with structural changes and which reduce the 
knowledge gap between marginalised groups and market leaders (Altenburg 2000a: 2).  
Key to interventions in PSD is capacity building, development and strengthening of individuals 
as well as institutions, in pursuance of a knowledge-based approach. This includes issues such 
as education, vocational and skills training, capacity building, information gathering and 
dissemination, counselling and guidance, technical assistance, exposure and exchange of 
experiences. The overall goal of capacity development and strengthening is the empowerment 
of individuals and institutions in order to enable them to better take on their roles in the 
economy and deal with the modernisation and transformation processes linked to the 
development of societies and countries.26 In this respect, creating spaces to share lessons 
learnt from successes and failures, promote best practices, establish discussion and 
consultative fora, as well as multi-stakeholder knowledge networks are key (see, for example 
CIDA 2003: 13-4). Capacity development and strengthening of individuals and institutions is 
also key in order to strengthen their role as potential facilitators of various processes related 
to PSD.  
 
o Environmental sustainability 
The productive sector, both public and private, especially the industrial sector, is always a 
major source of waste and pollution. Promoting incentives for the productive sector to 
operate in environmentally-friendly ways is a cross-cutting concern in many PSD strategies. 
This includes the development of appropriate legal and administrative frameworks to protect 
the environment, as well as strengthening effective implementation and enforcement of these 
regulations (OECD 1995: 36-7). 
 
o Gender and HIV/AIDS  
Gender and HIV/AIDS are essential dimensions of PSD.  
The respective roles of women and men in economic activities tend to vary according to 
cultural, religious and other institutions, as well as power structures. As a result, PSD and 
economic growth have different outcomes for men and women, which need to be considered 
in policy making, implementation and monitoring.  
                                            
26 Such a paradigm for development was outlined by Joseph Stiglitz under the headline of “Development as a 
Transformation of Society” (see Estrup 2009: 12-14). Under this logic, it makes sense for PSD interventions to “pick 
the change agents” rather than “pick the winners” (Müller 2008: 29) and invest in their capacity strengthening and 
development. 
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HIV/AIDS is a major concern for most developing countries, affecting great parts of the 
population and, therefore, the overall productive capacity of these countries. HIV/AIDS should 
therefore be integrated into PSD approaches, as a cross-cutting issue, just as gender.   
 
o Aid effectiveness: coherence and coordination 
In pursuit of increased aid effectiveness27, collaboration among (bilateral and multilateral) 
donor institutions in pursuit of PSD initiatives, while respecting the comparative advantages of 
each institution, is key. The objectives of improved coherence and donor coordination are 
avoidance of duplication of efforts, greater complementarity and continuity of the 
interventions. A major challenge in the implementation of the Paris Declaration lies in the 
ideological differences among donors and the resulting lack of consensus on how to intervene 
in PSD. Concerted efforts should also be expended to improve the tracking of performance and 
results achieved through PSD interventions. Sharing lessons learned and best practices will 
further ensure more effective and efficient aid (OECD 1995: 39-40). 
However, also internal (in)coherence is an issue that needs to be addressed by most donor 
institutions (Schulpen/Gibbon 2002b: 9). PSD needs to be seen as a cross-cutting issue which 
should guide much of the work donors do and should be mainstreamed into all departments 
(OECD 2004: 63-4).  
As mentioned above, PSD interventions are meant to be market-based, but the Paris 
Declaration is mainly related to the work with Governments and public institutions. This can 
be seen as a contradiction, but surely pre-supposes that Government has a key role to play in 
PSD and that there are Government policies, strategies and procedures to align to. The 
obligation to implement the Paris Declaration raises the question of how support for PSD can 
be implemented most effectively, either through public sector funded and executed 
interventions or through some alternative modalities including private sector stakeholders (see 
Estrup 2009, p. 29-35, for more details on this on-going debate). 
 
                                            
27 In 2005, more than one hundred donors and developing countries signed the so-called Paris Declaration on Aid 
Effectiveness. The key principles of the Paris Declaration are: ownership, alignment, harmonisation, management for 
results and mutual accountability (see OECD 2005a). These agreed reforms on the way development co-operation is 
undertaken are meant to help achieve the MDGs by 2015. See, for instance, the website 
www.oecd.org/dac/effectiveness for more information on the Paris Declaration. Several high-level meetings have 
been held since to agree on implementation modalities and track progress, the latest being the Third High-Level 
Forum on Aid Effectiveness, which took place in Accra in September 2008.  
 29
3. MSMEs in developing countries   
 
There is no standard or consistent definition of micro-, small- and medium-scale enterprises 
(MSMEs), neither in economic or development policy terminology nor in development co-operation 
practice. Almost every survey and project defines MSMEs differently, tailored to fit the respective 
field of study or the project objective.  
It is because of this that the present chapter aims at enhancing the understanding of the different 
terms used for different enterprise sizes. Since the main focus of the dissertation lies on micro- 
and small-scale enterprises, the related field of the so-called “informal sector” is enlarged upon. 
In parallel to the previous chapter, a historical overview is given to elaborate on the changing 
perception of the importance and role of MSMEs in economic development theory and policy. The 
chapter ends with an overview of interventions aimed at promoting MSMEs.  
 
 
3.1. Basic definitions and key features  
 
3.1.1. Large, Medium, Small and Micro: different enterprise sizes 
 
There is no universal definition of MSMEs (Micro-, Small- and Medium-sized Enterprises), although 
there has been a push for countries to adopt similar definitions to enhance comparability. MSMEs 
are entities engaged in economic activities, regardless of their legal form or status. MSMEs are 
usually considered to be independent, non-subsidiary firms.28  
 
The most common definition of MSMEs and large enterprises is based on the number of people 
employed, due to its simplicity and relative ease of data collection. This statistical definition 
varies from country to country, as well as by sector.29 Apart from the employment measure, most 
definitions also include thresholds related to monthly or annual turnover, annual balance sheet, as 
well as assets or investment (excluding land or buildings). Another measure would be that of 
added value, with the disadvantage that it is difficult to calculate.  
Self-employment is defined as an entrepreneur working on his own, without any employees. The 
lower limit for small-scale enterprises is usually set at 5 to 10 employees, the upper limit at 50 to 
100 employees, whereas the upper limit for medium-sized enterprises is usually set at 100 to 250 
employees (see Hallberg 2000: 1). The table below summarises international MSME definitions 
based on employment measures. 
                                            
28 The European Commission distinguishes between autonomous, linked and partner enterprises in its definition, 
depending on the percentage of stakeholders’ or members’ voting rights held in or by other enterprises, see EC 2003b. 
Given the common thresholds in developing countries, these considerations are not applicable and/or relevant.  
29 The United States, for instance, define the different enterprise sizes differently according to the sectors in which 
they operate. In this sense, a small business operating in wholesale trade (of durable and non-durable goods) is 
defined as having up to 100 employees, whereas a small business operating in furniture manufacturing can have up 
to 500 employees, a small business in electronic computer manufacturing can even have up to 1.000 employees (see 
U.S. SBA 2008). 
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Table 2: Definitions of micro-, small-, medium- and large-scale enterprises 
 Micro Small Medium Large 
European 
Commission30 1-10 < 50 < 250 -- 
OECD31 < 10 
(in some cases < 5) 
< 50 < 250 250 + 
UNIDO32 < 10 10-49 50-249 -- 
Burkina Faso33 < 3 < 10 < 50 -- 
Zambia34 < 10 < 30 -- 50 + 
Kenya35 0-10 11-50 -- -- 
Tanzania36 1-5 6-10 11-20 -- 
Uganda37 1-9 10-49 50-99 100 + 
Source: Own compilation. 
 
The economic importance of MSMEs and the size distribution of firms vary across countries and 
over time within a given country, within the broader context of economic and industrial 
development. In low-income countries, micro- and small-scale enterprises typically represent the 
vast majority of firms and account for a large share of employment, existing alongside a few large 
enterprises: this structure is commonly referred to as the “missing middle” of medium-scale firms. 
In middle-income countries, medium-scale enterprises begin to account for a relatively larger 
share of production and employment and the trend towards larger firm sizes seems to continue as 
per-capita income increases, although small- and medium-sized enterprises are relatively less 
important in the USA and the UK as compared to some industrialised Asian countries (see Hallberg 
1999: 4, for a comparison of size distributions of firms across economies from different countries). 
Large enterprises, whether state-owned, subsidiaries of international firms or owned by local 
entrepreneurs, can range from labour-intensive enterprises to capital-intensive and high-
technology firms. Under competitive conditions, large firms contribute substantially to a country’s 
economic development and play a particularly important role in technology and knowledge 
transfer, as well as receipt of foreign direct investment.  
The quantitative and qualitative criteria to distinguish the different terms and sizes vary across 
countries and depend, among others, on the development stage of the given country, region or 
sector, on the historical conditions, as well as on the purpose or pursued objectives.  
                                            
30 See Commission Recommendation of 6 May 2003 (Recommendation 2003/361/EC), for the definition that came 
into force on the 1st of January 2005 (EC 2003b). This definition also includes thresholds related to annual turnover 
and annual balance sheet.  
31 OECD 2005b: 17. 
32 UNIDO 2005: 8. For the purposes of policy development, UNIDO generally advises countries to take into account 
both quantitative and qualitative criteria. UNIDO also differentiates between developed and developing countries 
when defining MSMEs.  
33 UNCTAD 2001b: 22. 
34 UNCTAD 2001b: 72. A definition of medium-sized enterprises does not exist.  
35 IFC 2007a. 
36 IFC 2007a. 
37 IFC 2007a. In a report published by the Ugandan Ministry of Finance (MoFPED), related to the development of a 
monitoring framework for the MSME thematic area, micro-enterprises are defined as employing up to 5 people and 
having an asset value below Ush 2.5 million, whereas small-scale enterprises are defined as employing up to 50 
people and having an asset value below Ush 50 million (MoFPED 2000b: 1-2). The definitions also include qualitative 
criteria: micro-enterprises are characterised by seasonal operations and their lack of access to formal services; small-
scale enterprises are characterized by all-year-round operations, formal registration and taxation and educated 
and/or trained owners/managers (MoFPED 2000b: 1-2). Further details on how MSMEs are defined in Uganda are 
provided in chapter 5, under section 5.3. 
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SMEs (small- and medium-sized enterprises) usually operate in the formal sector of the economy. 
Quantitative or statistical differences with regard to micro-enterprises exist in terms of the 
number of employees, but also in terms of capital and turn-over. These enterprises are more 
likely to be registered, use relatively modern technologies, employ mainly wage-earning workers 
and participate more fully in organised markets.  
MSEs (micro- and small-scale enterprises) are usually family businesses or self-employed persons 
operating in the semi-formal and informal sectors. What distinguishes micro-enterprises from the 
subsistence economy is the fact that their products are mainly intended for the market. Typical 
characteristics of MSEs are: family ownership, low entry barriers, use of local resources, labour-
intensive production with appropriate technologies, as well as education and skills that were 
earned outside the formal education system.  
A delimitation of MSEs against “above” is generally made on the grounds that management and 
production are not separated and/or based on division of labour. Rather, the most important 
strategic and tactical decisions are taken by the entrepreneur/owner, the activities are mainly 
oriented at serving the local market and satisfying needs going beyond the basic needs of the 
household members.  
 
An important concept often related to MSEs is the so-called “informal sector”, which will be 
described and discussed in more detail below, aiming at offering a distinction between MSEs and 
the informal sector.  
 
3.1.2. The concept of the informal sector  
 
Since it was “discovered” in Africa in the early 1970s, the informal economy has been subject to 
much debate and has gone in and out of fashion in international development circles ever since.38 
It was in the developing countries that the informal economy was initially observed and studied, 
followed by an increased interest in developed countries more recently. 
 
The concept of the informal sector is a fuzzy one and its precise meaning has been a subject of 
controversy. Partly this is related to the fact that “informal sector” is used as an umbrella term. 
There are many terms that are used almost as synonyms: shadow economy, black economy, black 
market, survival sector, traditional sector, unregulated sector, unorganised sector, non-structured 
sector, hidden economy, underground economy, bazaar economy, pre-capitalist economy, petty 
production.  
                                            
38 It is to be noted, however, that activities and enterprises that are classified as informal these days, have existed in 
developing economies ever since. Formality (and therefore informality) is defined on the basis of a country’s 
economic and legal system. The rules and regulations setting the framework for private sector activities in most 
developing countries have mainly been introduced during the colonial periods and are still shaped along the lines of 
systems existing in industrialised, mainly northern, economies (see BMZ 1995: 24-5). Along these lines, King 
proposes that the term “ordinary economy” would more accurately describe the popular and historical realities than 
the term “informal economy”, which cuts across rural and urban areas, all economic sectors, as well as across 
survival skills and income-generating, business-oriented strategies (King 1990: 145). 
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The informal sector concept can be considered to be based on the dual economy literature. In a 
classical article on the dual economy, Lewis (1954) developed a model in which he treated the 
agricultural and small-scale enterprise sectors (the “traditional sector”) as a reservoir of surplus 
labour for the emergent and growing manufacturing sector (the “modern sector”), which had 
greater growth potential. The traditional sector was seen as a temporary disequilibrium 
phenomenon that would disappear once the economy reached a turning point and the modern 
sector had absorbed the labour surplus due to more efficient means of production. 
The term “informal sector”, however, was first introduced by Keith Hart in 1971 to describe a 
part of the urban labour force which worked outside the formal labour market in Ghana in an 
unpublished study (see Gërxhani 1999: 2). Hart considered the informal sector as almost 
synonymous with small enterprises run by self-employed individuals.  
In spite of the early work by Hart, the ILO landmark study on employment opportunities in Kenya 
is widely considered to be the beginning of research on the informal sector. The ILO Kenya mission 
report defined informal activities as “a way of doing things” characterised by: (a) ease of entry; 
(b) reliance on indigenous resources; (c) family ownership of enterprises; (d) small-scale 
operation; (e) labour-intensive and adapted technology; (f) skills acquired outside the formal 
school system; and (g) unregulated and competitive markets (see ILO 1972: 5-6).39 The report was 
very positive about the informal sector, putting emphasis on its efficiency, innovativeness and 
resilience (Bangasser 2000: 10). It argued that the small-scale enterprise sector could provide a 
basis for employment creation and growth in developing countries, even in the longer term.  
 
In the following, different aspects are discussed in order to elaborate on the concept of the 
informal sector and the changes it underwent over time. 
 
Definitions of the informal sector  
Various definitions of activities in the informal economy can be distinguished and try to account 
for and capture its heterogeneity:40  
 
o Definition by activities: 
The definition of the informal economy by activities taking place in it (economic units or 
enterprises) is the most traditional one. Informal enterprises are usually characterised as informal 
since they do rarely comply with all regulations applying to their trade. In 1993, the International 
Conference of Labour Statisticians adopted an enterprise-based definition, which should serve as a 
common framework for statistical data collection on the informal sector: the informal sector 
consists of “ … units engaged in the production of goods or services with the primary objective of 
generating employment and incomes to the persons concerned. These units typically operate at a 
low level of organisation, with little or no division between labour and capital as factors of 
production and on a small scale. Labour relations – where they exist – are based mostly on casual 
                                            
39 King provides a bit of a historical overview in relation to the ILO “Kenya mission”: see King 1990: 132-135, for more 
details.  
40 This section is based on the overview given in Flodman Becker 2004: 12-15. 
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employment, kinship or personal and social relations rather than contractual arrangements with 
formal guarantees.”41 It should be noted, however, that this definition based on production units 
defines the informal sector as the sum of self-employed, family workers, employers and 
employees of informal enterprises, but excludes many wage workers who are hired casually and 
lack protection.  
 
o Definition by employment categories: 
Two main categories are distinguished according to their employment status:  
(1) non-wage workers, comprising so-called independent workers, including employers 
(owners and owner operators of informal enterprises) and self-employed (heads of family 
businesses, own-account workers, unpaid family workers), and 
(2) wage-workers, comprising so-called dependent workers (employees of informal 
enterprises, domestic workers, casual workers without a fixed employer, homeworkers or 
industrial outworkers, temporary and part-time workers, unregistered workers). 
 
o Definition based on the location of informal economy actors: 
This definition is based on a description of the location within which informal economy actors 
operate and is mainly linked to efforts towards a better measurement of women´s activities. 
The categories distinguished are: 
(1) home-based workers, comprising independent home-based workers (self-employed who 
work at home and deliver their products or services) and dependent home-based workers 
(who work at home and outside the establishment that pays them for their products), 
(2) street traders and vendors, 
(3) itinerant, seasonal or temporary job workers on building sites or road works, 
(4) those in between the streets and home (e.g. waste collectors).  
 
o Definition based on income and employment enhancing potential: 
Three main segments are distinguished: 
(1) Enterprises with the potential for generating growth and wealth, attracted to informal 
sector activities because of the autonomy and profits that can be realised, 
(2) Individual or households who take up informal activities for survival purposes, attracted 
to the informal sector because of the ease of entry, reliance on local resources and a 
minimum of capital investment, 
(3) Individuals that devote part-time to informal sector activities while employed elsewhere 
because of low and irregular salaries, seeking alternative and additional incomes to secure 
their living.  
                                            
41 ILO 1993. The text continues saying: “Production units of the informal sector have the characteristic features of 
household enterprises. The fixed and other assets used do not belong to the production units as such but to their 
owners. The units as such cannot engage in transactions or enter into contracts with other units, nor incur liabilities, 
on their own behalf. The owners have to raise the necessary finance at their own risk and are personally liable, 
without limit, for any debts or obligations incurred in the production process. Expenditure for production is often 
indistinguishable from household expenditure. Similarly, capital goods such as buildings or vehicles may be used 
indistinguishably for business and household purposes.” (ILO 1993) 
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This three-fold categorisation can also be simplified and summarised in two categories: a 
dynamic, growth-oriented or modern informal economy, as opposed to a survivalist, 
subsistence or marginal group.  
 
The term “informal sector” is not an analytical category; it is at best a descriptive category (BMZ 
1995: 15). This term joins two concepts in one: on the one hand the concept of small-scale 
economic activities, on the other hand that of distance from state intervention (informal is that 
part of the economy which is not or only partly captured by the state) (see BMZ 1995: 15). The 
term is increasingly being substituted by “informal economy” to get away from the idea that 
informality is confined to or even represents a specific sector in a country´s economy, but rather 
cuts across many sectors, and emphasises, at the same time, the existence of a continuum from 
the informal to the formal ends of the economy (see Flodman Becker 2004: 8). 
 
The size of the informal economy 
The initial view of the informal sector was that it was a marginal or residual sector in terms of its 
place in and contribution to the overall economy. It has later been substantiated that, rather than 
marginal, the informal sector is basic, contributing significantly to employment and output. 
Furthermore, the informal sector was traditionally viewed as a transitional phenomenon but has 
recently become accepted as a more permanent phenomenon. Moreover, recent evidence shows 
that the informal economy did not contract following economic reforms as predicted by some 
scholars, but did actually expand. In fact, the informal sector has also been growing in developed 
countries with the emergence of more flexible forms of employment and industrial production in 
the so-call New Economy era, where the informalisation of the formal sector increases. According 
to Tokman, the informal economy provided about half of total urban employment by 2003 and 60% 
of new jobs created since 1980 have been informal ones (see Tokman 2007: 2). According to Chen, 
informal employment comprises 51% in Latin America, 65% in Asia and 72% in Sub-Saharan Africa 
(SSA) of non-agricultural employment (Chen 2007: 5). For women in SSA, the informal economy 
represents 92% of the total job opportunities outside agriculture, against 71% for men (Flodman 
Becker 2004: 18). Charmes estimates that the informal sector makes up almost 40% of non-
agricultural GDP and around 25% of total GDP in SSA (Charmes 1999). Using an econometric 
approach, Schneider estimates the size of the informal economy for Uganda at 45% of official 
GDP; estimates for other Sub-Saharan countries range from 33% in Namibia to 63% in Zimbabwe 
(Schneider 2005). The recent re-convergence of interest in the informal economy stems from the 
recognition that it is growing and is a feature of modern capitalist development, not just of 
traditional, developing economies (Chen 2007: 2).  
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Relation between the formal and the informal economy 
There are three main schools of thought regarding the relationship between the formal and 
informal economies (see Chen/Jhabvala/Lund 2002: 6, and Chen 2007: 6-9): 
o the dualists consider the informal economy as a separate, marginal economy, which is not 
directly linked to the formal economy and provides income and a safety net for the poor (ILO 
1972). They argue that the informal economy exists or persists because the economic and 
industrial development has failed, as yet, to absorb those who work in the informal sector; 
o the structuralists see the informal economy as subordinated to the formal economy (Castells 
and Portes 1989). They argue that, in order to reduce labour and input costs and increase 
competitiveness, privileged capitalists in the formal sector seek to erode employment 
relations and subordinate petty producers and traders; 
o the legalists believe informal work arrangements and unregistered businesses are a rational 
response by micro-entrepreneurs to over-regulation by state bureaucracies (de Soto 1992 and 
2000). They argue that those who run their businesses informally do so comparing the costs of 
formality and informality, striving to maximise their wealth.  
 
Over the decades of discussion and research on the informal economy, it has become clear that 
there are many interdependencies between the informal and the formal economies: forward and 
backward linkages exist through trade of goods, raw materials, tools, equipment, acquisition of 
skills and know-how, among others, either through direct transactions or sub-contracting 
arrangements (see Bigsten/Kimuyu/Lundvall 2000, Arimah 2001, Xaba/Horn/Motala 2002, 
Grimm/Günther 2005, for examples of studies on the linkages between formal and informal sector 
enterprises, not only in urban areas, but also between urban and rural areas). There seems to be 
consensus that a downturn in the overall and formal economy results in a growth of informal 
sector activities; however, especially during the last decade it has been observed that high 
economic growth rates do not automatically translate into workers moving from the informal into 
the formal sector (see Kappel/Ishengoma 2006: 9). Lubell suggests that the relation between the 
formal and informal economies can be both pro- and anti-cyclical: whenever the formal economy 
contracts, individuals become more involved in the informal sector for lack of alternative ways of 
earning a living; on the contrary, whenever the formal economy expands, the direct and indirect 
demand for goods and services produced by informal sector enterprises will increase the size of 
the informal economy (see Lubell 1991).  
 
The costs related informality and formality  
A landmark publication was put forward by Hernando de Soto in 1989 (see De Soto 1992). He 
argued that the law had a significant influence on the level of efficiency achieved by enterprises 
under its control. According to his view, legal instruments are the main influence on the 
emergence and survival of the informal sector because of a restrictive, off-putting administrative 
and legal framework. Broadly, there are two main types of regulations (and with them, related 
costs and benefits): those related to becoming legal (mainly registration and licensing) and those 
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related to remaining legal (mainly taxation and labour, as well as health and safety regulations). 
Today the concept of micro- and small-scale entrepreneurs making economic calculations along 
the lines of a cost-benefit-analysis, and taking rational decisions on their participation in formal 
arrangements, is widely accepted.42  
One of the main benefits related to being informal is the avoidance of (some) taxes and burdensome 
government regulations, which might enable businesses to charge less for their products and/or 
services. Nelson/de Bruijn argue that informality offers a low cost arena for experimentation that 
can lead to business growth (see Nelson/de Bruijn 2005: 591). The costs of formality and informality 
are summarised in the following (see BMZ 1995: 27-36, Maldonado 1995: 710-722, and 
Kappel/Ishengoma 2006: 14-19, for a description of the costs, mainly based on De Soto 1992): 
o Costs of formalisation 
Accessing the formal sector implies costs, which can be categorised into those related to the 
first step of formalising the enterprise on the one hand and the following operating costs on 
the other hand: 
(1) Costs of entry into the formal sector include payment of a license fee and undergoing the 
registration process, which can vary significantly from country to country;   
(2) Costs of remaining in the formal sector are related to the participation in different 
institutions, meaning remaining legal, including complying with tax regulations, labour 
regulations, health, safety and other requirements, property registration, access to 
judicial and financial services, etc.  
 
o Costs of informality 
Operating within the informal economy includes costs since actors do not comply with all 
regulations applying to their trade. First and foremost, there is a need to stay small to remain 
“under the radar” of officials. Since government officials and the formal sector regard 
informal sector enterprises as unofficial, their detection might involve corruption, harassment 
and penalties such as the confiscation of properties and assets. The opportunity costs of 
operating informally include limited access to public services (including the legal and justice 
system), financial services and BDS, market information and technology transfer, lack of 
expansion because of under-investment and limited possibilities to cooperate with formal 
enterprises.  
 
Given the framework conditions in most developing countries, the costs related to informality are 
usually (much) lower than the costs associated with operating formally. For policy reforms to have 
a binding effect on firm behaviour and induce informal businesses to formalise not only the 
benefits of informality have to be lowered, but also the costs of operating informally have to be 
increased (see Perry/Maloney et al. 2007: 163). On the other hand, it is important to understand 
the process of formalisation as a gradual process, rather than a one-off decision. Nelson and de 
                                            
42 A complementary view on informality is presented in Perry/Maloney et al. 2007: entrepreneurs may opt out of 
formal institutions following a logic akin to Hirshman’s “exit” (see Hirshman 1970). This offers an indictment of the 
state’s regulations and services, as well as its enforcement capability (Perry/Maloney et al. 2007: 23). 
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Bruijn differentiate between de facto and de jure formalisation and highlight that the level of 
(in)formality varies during the life-span of enterprises, with some entrepreneurs formalising 
voluntarily as part of their enterprise management strategy: in this light, formalisation policies 
should focus on the mutual benefits for entrepreneurs and government and reduce the risk of 
damaging fragile enterprises and livelihoods for little benefit (see Nelson/de Bruijn 2005 for more 
details).  
 
Informality and legality 
There is widespread perception that those who are active in the informal economy do so to avoid 
taxes and regulations and are, therefore, operating illegally. Many observers equate informal 
markets and either parallel or black markets. However, parallel product or factor markets emerge 
when certain economic agents seek to circumvent price and other regulatory controls by operating 
outside of formally regulated markets; black markets, in contrast, have a distinct implication of 
illegality and most often refer to markets for prohibited goods, for which there is no legal, and 
hence no parallel, market (see Chen/Jhabvala/Lund 2002: 8-9). In 1993, the International 
Conference of Labour Statisticians made reference to this issue in its definition of the informal 
sector: “Activities performed by production units of the informal sector are not necessarily 
performed with the deliberate intention of evading the payment of taxes or social security 
contributions, or infringing labour or other legislations or administrative provisions.” (ILO 1993) 
Legality has many dimensions: one concerns registration and licensing, a second tax payment, a 
third related to regulations related to the working conditions of the labour force (minimum wage, 
worker safety, social insurance, retirement benefits, etc.) and a fourth one involves other 
institutional regulations and requirements that are legally binding for producers and traders (like 
those designed to protect consumers, governing the quality of products or restricting the location 
of enterprises, etc.) (see Mead/Morrisson 1996: 1611-2). 
The three schools of thought mentioned above also have different views on how the informal sector 
relates to the formal regulatory environment (see Chen/Jhabvala/Lund 2002: 6, and Chen 2007: 9): 
o the dualists tend to focus on micro-entrepreneurs and the self-employed and to deny the 
existence of direct links between their activities and either the formal economy or the formal 
regulatory environment;  
o the structuralists focus primarily on the relationship of informal wage-workers, petty traders 
and producers, with dominant economic actors and acknowledges that the government has a 
role in regulating these relationships. Under this perspective, there are structural barriers to 
formalisation and vested interests in the formal economy promote informal arrangements;  
o the legalists put major emphasis on the relationship between informal micro-entrepreneurs 
and the bureaucratic or regulatory controls, mainly arguing that informal entrepreneurs find it 
impossible to comply with the unreasonable bureaucratic procedures associated with official 
registration. The founder of the legalist school, Hernando de Soto, recently advocated in 
favour of the formalisation of property rights for the informal workforce in order to help them 
convert their informally-held assets into real assets, as one form of regulation (De Soto 2000). 
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A distinction can be made between (legal and illegal) output, in terms of goods or services, as 
well as the (legal and illegal) process by which the output is produced and/or distributed: 
informal operators are those who produce legal goods and services and do not violate the law in 
the way they operate (see Chen/Jhabvala/Lund 2002: 9-10). The dividing line between legality, 
illegality and criminality, however, is often quite fine and informal activities generally occupy the 
vast grey semi-legal area between legality and illegality. Generally, it can be said that the degree 
to which enterprises operate inside or outside the legal structure is strongly influenced by the 
nature of the requirements imposed on them and the efforts exerted to enforce the rules 
(Mead/Morrisson 1996: 1617).  
 
Informality and growth 
The potential for growth of informal enterprises has received wide attention in the related field 
of micro-enterprise development.  
Ranis/Stewart 1999 consider the informal sector to be heterogenous: according to them, firms can 
be either productive and dynamic or stagnant and traditional. They go on to analyse the factors 
that determine the growth of the informal sector. A key factor is the degree of integration with 
the formal sector: the higher this is, the higher the growth potential.  
Also Mead/Liedholm 1998 make a distinction between a more traditional and a more dynamic 
informal sector. In their study they show that not all micro-enterprises grow, even though the 
micro-enterprise sector is usually considered to be very dynamic: they show how many and which 
segments of entrepreneurs grow, but they do not provide an explanation as to which are the 
decisive factors that influence the more dynamic growth of some small-scale enterprises. 
The distinction of the informal sector into a progressive and a stagnant low-income subsector is 
not new (see Morris/Pitt 1995, as one example) and is perhaps a way to reach some consensus as 
to the role it plays in economic development. For the purposes of classification and policy, 
informal enterprises can be seen as falling into a continuum, either currently or potentially, of 
survival or subsistence activities, stable enterprises and dynamic or growth-oriented enterprises. 
What is more important is to get further insights into the proportions of dynamic and stagnant 
informal enterprises, to understand the basic mechanisms that determine these proportions and to 
identify policies that can encourage the growth of dynamic small-scale firms (see 
Bigsten/Kimuyu/Lundvall 2000).  
 
Much less attention has been paid to the relationship of the informal sector as a whole and overall 
economic growth, mainly because of the problems related measuring the size and output of the 
informal sector. Broadly, it can be said that the informal sector contributes to economic growth in 
at least two ways: first, the output of informal enterprises also contributes to economic growth, 
and, second, the output and low wages of informal wage-workers subsidise the growth of 
industries in many countries (Chen/Jhabvala/Lund 2002: 13). In SSA, the informal economy is 
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estimated to contribute between 7 to 59% of non-agricultural GDP and from 7 to 38% of total GDP, 
the lowest share being in South Africa (Chen/Jhabvala/Lund 2002: 13).43  
 
Informality and poverty 
A striking feature of the 1972 ILO report on the informal sector in Kenya is the positive attitude 
towards the informal activities. Especially during the 1980s, however, a pessimistic view of the 
informal sector dominated, with the term became a synonym for the poorest of the poor, the 
bottom of the heap, those missed by the march of progress: it became axiomatic that anyone 
active in the informal sector was there as a measure of last resort (Bangasser 2000: 16). In the 
1990s, a more optimistic view of the informal economy prevailed, focusing on its potential for 
accumulation and development (Gërxhani 1999: 21). Also Altenburg/Drachenfels highlight the 
common optimistic stance with regard to the growth potential of the informal sector in recent 
years (see Altenburg/Drachenfels 2006).  
The relationship between informal employment and poverty is often assumed, but not well 
understood, mainly because of the heterogeneity within the informal economy, leading to 
contradicting views on the relationship between poverty and the informal sector.  
One perception is that average incomes are lower in the informal economy than in the formal 
economy. The informal sector provides jobs that are of lower quality, have poor working 
conditions, with the rights of workers being less respected and excluding them from social 
dialogue and decision-making processes (see Kappel/Ishengoma 2006: 21). Due to this, 
participation in the informal sector is often described as a “last resort” or a “poverty trap” and 
the actors active in it as “working poor”. 
On the other hand, self-employed, particularly micro-enterprise owners, are found to have 
average earnings several times the official minimum wage or the average wage in the formal 
sector, allowing to infer a lower likelihood of poverty among them (Lubell 1991: 12). Also, the 
assets of informally active are substantial, but cannot be used to generate capital (de Soto 2000). 
Poverty cannot, therefore, be used as a defining, overall characteristic of informality 
(Mead/Morrisson 1996: 1612).  
However, what is relatively undisputed is that a higher percentage of women work in the informal 
sector than men and that there is a gender gap in incomes and wages in the informal sector. 
Women world-wide are under-represented in higher income employment statuses in the informal 
sector (employer and self-employed) and over-represented in the lower income statuses (casual 
wage worker and homeworkers) (Chen/Jhabvala/Lund 2002: 12). Other vulnerable or exposed 
groups within the informal economy include youth and children, as well as internal migrants and 
immigrants (Flodman Becker 2004: 21).  
                                            
43 All these numbers are only estimates, however, with various different methods/methodologies used to “measure” 
the informal sector size and its output, which is why they are not discussed in more detail here. Refer to UN 1996, 
Hallberg 1999, Xaba/Horn/Motala 2002, Flodman Becker 2004, Chen 2007, Tokman 2007, for further compilations of 
and comments on estimates, both of the size of the informal economy as well as its contribution to overall economic 
development. 
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To summarise the section on the informal economy, the table below presents the main typologies. 
 
Table 3: Informal economy typologies 
Attributes 
Informal sector Formal sector 
Subsistence enterprises Unofficial enterprises Official enterprises 
Degree of 
informality 100% 
High proportion of sales 
undeclared and workers not 
registered 
Some proportion of sales undeclared 
and workers unregistered  
Types of activity 
Single street traders, 
cottage/micro-enterprises, 
subsistence farmers 
Small manufacturers, service 
providers, distributors, 
contractors 
Small and medium manufacturers, 
service providers, software firms 
Technology Labour intensive, rudimentary equipment 
Mostly labour intensive, some 
modern equipment 
More knowledge and capital 
intensive 
Owner profile 
Poor, low education, low 
level of skills, non-business 
oriented, all-round 
knowledge, intuitive and 
partly copy-cat approach 
Poor and non-poor, partly well 
educated, higher level of 
skills 
Non-poor, relatively highly 
educated, sophisticated level of 
skills, business oriented, 
specialisation 
Management and 
organisation 
Proprietor-
entrepreneurship, functions 
linked to personalities, 
highly personalised contacts 
Some division of labour, 
personal and formal contacts 
(Rather) management-
entrepreneurship, division of labour 
by functions and subject matter, 
more formalised communication, 
more diversified ownership 
structure, member in business 
organisations 
Markets 
Low barriers to entry, 
highly competitive, high 
product homogeneity, sell 
to local and low income 
final consumers, uncertain 
competitive position, 
unstable buyer relationships 
Low barriers to entry, highly 
competitive, some product 
differentiation, linkages with 
formal businesses, buyer 
relationships partly based on 
personal and formal 
cont(r)acts 
Significant barriers to entry, 
established market/product niche, 
strong and defined competitive 
position, buyer relationships based 
on longer-term and formal contracts  
Finance needs 
Working capital, key role of 
family funds and savings, 
self-financing, some access 
to micro-finance 
Working capital, some 
investment capital, supplier 
credit, access to micro-
finance and limited access to 
anonymous capital market, 
role of family funds, self-
financing 
Investment capital and working 
capital, letters of credit, supplier 
credit, access to anonymous capital 
market 
Other needs Personal insurance, social protection 
Personal and perhaps business 
insurance 
Personal and business insurance, 
business development services, 
market research/information 
    
 Least dynamic  Highly dynamic 
 Completely informal  Formal 
 Stagnant  Growth-oriented 
 
Source: Based on Djankov et al. 2002; Ranis/Stewart 1999; Mead/Liedholm 1998. 
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3.1.3. MSEs and the informal sector   
 
As already noted in 1972 by the ILO, a basic characteristic of the informal economy is the 
predominant small scale of the enterprises operating in it. However, an informal activity cannot 
be equated with a micro- or small-scale enterprise (MSE). As can be seen from the issues discussed 
above in relation to the informal sector, whether an MSE belongs to the formal or the informal 
sector depends on various aspects. In fact, most MSEs can be considered to be situated at 
different points in between the continuum of illegality (which can be seen as the most extreme 
form of informality) and complete formality, as well as along the continuum of subsistence and 
survivalist businesses on the one end and growth-oriented, innovative and dynamic businesses on 
the other end.  
 
Basic qualitative characteristics of MSEs include the following: 
o an MSE is a socio-economic unit producing goods and/or services; 
o the goods and/or services produced by an MSE are done so in a market-oriented manner;  
o the activities are undertaken with a minimal grade of regularity and permanence; 
o the method of production is rather labour-intensive; 
o the degree of organisation is relatively low.  
 
It is noted that especially the labour-intensive mode of production, as well as the low degree of 
organisation have been considered basic characteristics of the informal sector since its 
“discovery” in the 1970s.  
When the analysis is focused on economic units, it is widely advocated to replace the term 
“informal sector” for micro-enterprises, small-scale enterprises or MSEs. This way, the 
misconception that the informal economy is a separate sector can be avoided. Also, the idea that 
businesses of smaller sizes can range from formal to informal is better conveyed. In fact, the 
enterprise-based definition of the informal sector does not include all non-standard workers, 
whether they work for informal or formal enterprises, which is why the wider employment-based 
definition is recommended by most scholars and practitioners. Apart from this, the challenges 
faced by businesses of smaller sizes are more a function of their small size and rather independent 
of their degree of formality/informality.44 It can be summarised that MSEs can be anything 
between formal and informal and that the informal economy is a concept that is much wider than 
the number of MSEs active in it.45  
 
                                            
44 Challenges faced by MSEs in developing countries are discussed in more detail under section 2.3.2 and, more 
specifically in the Ugandan context, under section 5.3, as well as in chapter 7. 
45 This is also the approach adopted in this study, using the term micro-enterprises and MSEs largely as synonyms 
throughout. 
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A broad spectrum of enterprises is subsumed under the term MSEs. To give an idea of the 
diversity, a differentiation is attempted based on several dimensions: 
o formal vs. informal 
The concept of informality has been discussed in the previous section. It has been illustrated 
that the transition from an informal to a formal status is gradual and that most MSEs can be 
considered to be unofficial enterprises in the sense that they rarely comply with all the rules 
regulating their trade. Formal MSEs are more likely to be found in urban areas.  
 
o according to the number of employees 
As mentioned at the beginning of this chapter, there is no universal definition of enterprise 
sizes based on the number of employees. On the contrary, there seem to be as many 
definitions as researchers and studies. 
 
o according to the sector in which they are active 
Apart from the distinction based on the number of people employed, this seems to be the 
most obvious one. MSEs can be classified according to their sectoral specialisation. The 
common perception is that MSEs are primarily active in the services sector (commerce and 
trading). However, in almost all developing countries, small-scale manufacturing and 
industrial activities also play an important part in the MSE sector. Three types of activities 
have consistently been identified as the most important categories among micro- and small-
scale manufacturing firms: textiles and wearing apparel, food and beverages, as well as wood 
and forest products (Mead/Liedholm 1998: 64). 
 
o rural vs. urban 
Overall, MSEs constitute a substantially higher share of enterprises than in urban areas. The 
informal sector has been seen as a predominantly urban phenomenon when it first came up. 
However, especially in rural areas, economic activities take place in small-scale businesses 
which are often not registered. Especially in the small and intermediate urban centres, growth 
is likely to be based on MSEs.  
 
o according to degree of accumulation 
The degree of accumulation is likely to correlate with the degree of enterprise growth: 
dynamic, growth-oriented MSEs are more likely to be run by entrepreneurs with the capacity 
to generate profits and retain or re-invest them. These enterprises are more likely to serve 
markets beyond the very localised markets in their surroundings.  
 
o according to gender of owner 
In most countries, the majority of MSEs are owned and operated by women. Also, the majority 
of workers employed by MSEs are women. MSEs headed by women are more likely to be of the 
subsistence or survivalist type, operated mainly with the aim of fulfilling the basic needs of 
the family on a daily basis, and are more likely to be operated from home (see Lubell 1991: 
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99-101). It is because of these characteristics that women owners of MSEs are likely to be 
“invisible entrepreneurs” (Mead/Liedholm 1998: 64). 
 
o operation on a regular or sideline basis 
Part-time MSE owners are more likely to be operating subsistence or survivalist types of 
enterprises. They are also more likely to be linked to seasonal agricultural inputs and/or 
activities.  
 
 
3.2. The importance and the role of MSMEs in developing countries: a 
historical overview  
 
Most classical development theories do not explicitly mention the role and importance of small-
scale enterprises, but generally cover the role of the industrial sector in the development process. 
Consequently, conclusions as to the role and importance of small-scale enterprises have to be 
indirectly taken from the discussed issue of industrialisation.  
 
Subsequently, the insights from development theory and policy debates are presented in a short 
historical overview and build on the general points presented in relation to the importance of the 
private sector in the previous chapter.46 The aim is to explicate the context of the present thesis 
and illustrate possible promotion strategies in this field.   
 
3.2.1. The linear growth model and the catch-up goal 
 
According to theorists of the 1950s and 60s, the take-off to a mature and dynamic economy with 
sustained growth could only be achieved through the development of concentrated and exclusively 
selected large-scale industries and, accordingly, large-scale technology. The contribution to 
economic growth and development of small-scale enterprises was basically considered to be 
marginal or negligible.  
The notion of scale in big push industrialisation strategies has two different connotations: the first 
refers to the comprehensiveness of investment (whereby theorists believed investment should 
occur in all sectors simultaneously), the second refers to the preference for large-scale plants 
(Szirmai 2005: 331).  
 
                                            
46 The development of the informal sector concept will not be discussed in further detail in these sections. Changes 
over time in relation to the definition, concept, importance and role of the informal sector in development theory and 
practice have been shortly touched upon under the section 2.1.2. 
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3.2.2. Structural-change models 
 
Modernisation theories are based on the assumption that economies in developing countries are 
split: on the one side, there is a capital-intensive, dynamic, modern sector which is integrated in 
the world market; on the other side is a traditional, stagnating sector which is not linked to the 
higher-developed growth poles. The former is associated with industry, modern services and 
increases in productivity, while the latter one tends to be associated with subsistence economy, 
stagnation and traditional behaviour patterns and is considered to be a major inhibition for rapid 
economic development.  
Typically, sectors and enterprises are characterised in bi-polar opposites: large- vs. small-scale 
enterprises, modern vs. traditional, formal vs. informal, dynamic vs. stagnating.  
Small-scale activities are located in those sectors and industries which are not (yet) profitable for 
large-scale enterprises or alternatively use resources which are not (yet) drawn upon by the 
formal sector (Späth 1997: 67).  
Since the small-enterprise sector is put on par with a backwardly, underdeveloped and progress-
inhibiting sector, which has to be overcome by a catch-up type of development. Structural-change 
theorists largely agreed on the fact that this could only be achieved through a rapid social 
modernisation and sustained growth, which could in turn only be achieved through accelerated 
industrialisation based on large-scale production, transfer of modern technologies and increased 
capital intensity (Späth 1997: 68).  
The small-enterprise sector is at best seen as playing a transitory role, especially in countries in 
the early stages of industrialisation, in a transition to a higher development stage. 
Industrialisation is given priority above other sectors: dynamising effects for other sectors of the 
economy are expected from it, as well as the absorption of un- or underemployed labour from the 
traditional sector (Späth 1997: 66). 
 
3.2.3. International dependency models 
 
At the centre point of international dependency models are issues related to power relationships, 
dependence, dominance and exploitation. It is assumed that there are strong economic 
connections among the different labour relations at the local, regional and international levels. 
The existence, the function and the development of the small-scale enterprise sector is explained 
against the background of these power relationships.  
The so-called informal working conditions are given special attention: they are not considered to 
be the result of missing development or as remains of pre-capitalist ways of production, neither as 
desirable or inevitable goal of development, nor as a autonomous, stand-alone sector, but as an 
element as well as a product and result of unequal development (see Späth 1997: 73-78, for a 
description of dependence theories). At the same time, it is assumed that this unequal 
development takes on ever different forms and that therefore also the structure, geographical 
distribution and scope of production patterns of different sizes change regularly. Small-scale 
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enterprises are seen as functional for the development of a capitalist production system, but are 
categorised as dependent and subordinated. The dualistic or bi-polar perception is discarded: on 
the contrary, the interdependence and the linkages between the modern and traditional sectors 
are highlighted in dependency models. This way, indirectly, the implicit importance of agriculture 
and the small-enterprise sector in the overall process of development is highlighted. In relation to 
the small-enterprise sector this means that it is no longer seen as a traditional sector coexisting 
side-by-side with a modern, large-scale sector, but that both sectors are inter-linked, albeit with 
negative consequences for the small-enterprise sector (Späth 1997: 77).  
 
3.2.4. Strategies for development in practice: import substitution vs. export 
promotion 
 
Import substitution  
In practice, at first an inward-looking development policy caught on, based on import-substitution 
industrialisation (ISI). The ISI strategy aimed at diversifying the domestic production structure and 
can be broadly divided into two main phases: (1) easy ISI, consisting of production of non-durable 
consumer goods for the international market, and (2) secondary ISI, consisting of production of 
intermediate and capital goods and consumer non-durables, being more capital- and knowledge-
intensive than easy ISI (Cypher/Dietz 2006: 289). This was to be achieved through a package of 
measures including among others foreign currency policy, licenses and pricing policy, investment 
and technology policy, customs and tax policy, all designed to favour and preferentially treat 
large-scale enterprises, directly or indirectly penalising and constricting small-scale enterprises. In 
the absence of private entrepreneurship and capital, the state took up the role of investor and 
entrepreneur in many cases.  
The ISI policy blocked wide autonomous developments in agriculture and industry supported by 
innovative activities of small and medium farmers and manufacturers (Hayami/Godo 2005: 256). It 
was usually targeted to protect large-scale modern industries; correspondingly, agriculture and 
small- and medium-scale industries were victimised. While automobile assemblers benefited from 
both restrictions on automobile imports and a generous quota on the imports of parts at prices 
lowered by overvalued exchange rates, small part manufacturers had to face international 
competition handicapped by overvalued currencies (Hayami/Godo 2005: 256). 
The development of the small-scale sector during import substitution was framed by the 
parastatal monopolies and their limited ability to deliver on the one hand, and by the mostly 
urban and often inefficient formal industry and its inability or limited desire to serve the rural and 
low-income rural areas on the other hand; at the same time, their development was constrained 
by their limited access to credit and transport, which is why most small-scale enterprises operated 
in very local markets (Pedersen 2005: 12-13). A strong concentration of services, poor 
infrastructure and an often inefficient formal economy have not only led to the development of a 
large informal economy, but also to the development of intense rural-urban linkages at the 
household level (Pedersen 2005: 15). 
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Most African countries have had small-enterprise development organisations coming up during the 
1960s and 70s, but in some cases also dating back to before independence: they focused on the 
development of small or medium-sized, formal manufacturing enterprises, although a major share 
of small enterprises is engaged in trade and distribution and informal; these organisations have 
often been supported by donors but have been met with limited enthusiasm by the governments 
and therefore also have had limited success (Pedersen 2005: 13).  
 
Export promotion  
The approach of export-oriented industrialisation was mainly utilised by Asian countries from the 
1960s onwards, especially giving rise to the so-called East Asian miracle. As described shortly in 
the previous chapter, the East Asian economies do not exemplify what a market-based approach 
to development can attain, but rather quite the opposite, what a “governed” market can do. In 
the East Asian economies the goal was to raise the level of efficiency and technological 
capabilities: this was done through a policy of shared growth, in which all classes gained from 
progress, and by development from within, depending predominantly on local capital and local 
capitalists to operate industry (Cypher/Dietz 2006: 293-4).  
Cypher/Dietz compare the industrialisation approaches chosen by Latin American and Asian 
countries, contrasting the respective focus on import substitution and export promotion (see 
Cypher/Dietz 2006: 289-95): easy ISI had helped to create, protect and promote the growth of an 
indigenous capitalist class with the potential to be world-class competitors. Latin America and 
India, countries that entered secondary ISI directly following the easy ISI stage, did so by 
promoting transnational investment within their borders, which resulted in a shift in the locus of 
power in the economy away from the still emerging class of domestic entrepreneurs who had been 
nurtured by the easy ISI strategy. The strategy switch in the larger Latin American countries in the 
direction of secondary ISI stunted and even reversed the growth of the local capitalist class, 
particularly as it came at a stage of development when this emerging class was not fully prepared 
to produce the more complex array of products characteristic of the secondary ISI phase. This 
cutting-short the development of the local entrepreneurial class is a crucial cost of shifting 
prematurely toward secondary ISI strategy rather than easy export substitution strategy after easy 
ISI. Easy export substitution allows the local entrepreneurial class to continue to mature by 
becoming more efficient producers able to weather international competition; in Latin America 
and India, the shift toward favouring transnational investment as the agents of premature 
secondary ISI has made the technological learning process more difficult for local producers, who 
found themselves increasingly closed out of the productive circle. In South Korea and Taiwan, the 
states assisted in the formation of industries with backward linkages to the existing industrial 
sectors. These industries operated behind infant industry tariffs and non-tariff barriers that 
protected them from international competition as they initiated production, but over time the 
countries were able to replace simpler manufactured good exports with more complex 
manufactured goods. 
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The remarkable development of small- and medium-scale enterprises in Taiwan, for instance, has 
been based mainly on their linkages with foreign enterprises rather than with domestic state 
enterprises (Hayami/Godo 2005: 274). In most ASEAN economies, China and India, local industries 
are engaged in processing industrial materials and intermediate goods supplied from Japanese and 
other multinational firms into final products for export to the market of high-income economies, 
especially the USA and Japan (Hayami/Godo 2005: 274).  
The remarkable thing about the export-oriented industrialisation pursued in Asia is the support 
given to production activities of poor people: strengthening the productive capacity of the 
economy was the focus of their strategy, deliberately promoting small-scale enterprises as well.  
 
3.2.6. The discovery of the informal sector 
 
During the 1970s, the problems of foreign-currency- and technology-intensive large projects, the 
trickle-down effect not materialising, an increasing number of absolute poor and the accelerating 
urbanisation, became more and more evident.  
The ILO and the Institute for Development Studies (IDS) of the University of Sussex played a 
decisive role in examining and critically questioning development policies at the time. In this 
context, the role of small-scale economic activities was extensively discussed for the first time 
and labelled with the term “informal sector”.  
The World Bank propagated an approach based on re-distribution with growth and formulated a 
poverty-oriented strategy, while the ILO proclaimed the basic-needs approach in the context of 
their World Employment Programme, in which the importance of the informal sector for 
employment creation and income generation was highlighted (for a discussion of both approaches 
and their implications, see Späth 1997: 101-106; see Bangasser 2000, for an analysis of the 
institutional history behind the relationship between the ILO and the informal sector).  
In these organisations, a change of mind was initiated, which lead from a purely quantitative 
approach of economic growth to a more qualitative assessment of development. Until well into 
the 1980s, the promotion of small- and medium-scale enterprises was considered to be more of a 
socio-political instrument by development agencies as well as developing countries, rather than an 
independent instrument in economic policy (Späth 1997: 168).   
 
3.2.7. Structural Adjustment Programmes: the Washington Consensus 
 
With its strong belief in the efficiency of the market mechanism, the Washington Consensus 
advocated leaving investment in production infrastructure to private funds mobilised by the 
market. This was a reasonable corrective to the bias of ISI strategy of concentrating development 
resources in large-scale, capital-intensive industries, but it is critically flawed when applied to 
infrastructure critical to small farms, cottage industry and petty trade since their production scale 
is too small to internalise gains from any infrastructure project adequate to pay its cost and they 
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are too numerous to effectively organise collective actions for producing their own infrastructure 
(Hayami/Godo 2005: 305).  
Structural adjustment has led to a contraction in the formal economy during the 1990s in most 
African countries and has also given room for a rapid growth in the number of small formal or 
informal enterprises, and most of the urban growth, especially in the small and intermediate 
urban centres, is likely to be based on small enterprises (Pedersen 2005: 23). However, there is no 
simple direct link between contraction of the large-scale, formal economy and the expansion of 
the small-enterprise sector because both complement each other and not necessarily serve the 
same markets: small enterprises serve low-income markets in both rural and urban areas, as well 
as urban middle-income niche markets left un-served by the formal sector, but small-scale traders 
distribute produce from both small and large producers, as well as imports (Pedersen 2005: 23). 
There has generally been a rapid shift from production to trade in the small-enterprise sector. The 
reason for the transformation in the retail trading system probably is that increased 
commercialisation of both the rural and urban low-income economy requires a much more 
differentiated distribution system than traditional parastatal and formal retailing could deliver 
(Pedersen 2005: 24).  
Informality is no longer seen as a result and expression of under-development and marginality. 
Development problems are not related to missing employment opportunities or the existence of a 
large “reserve army”, but are brought about by the over-regulation of the modern sectors of the 
economy (see De Soto 1992, who considers the informally active as competitive and proactive 
small-scale entrepreneurs building the modern market economy from below). Mainly from the 
beginning of the 1990s, new impulses were expected from the small- and medium-sized enterprise 
sector in relation to economic recovery, alleviation of structural adjustment and solution to mass 
unemployment. The role of small-scale enterprises in the process of industrialisation was being 
reconsidered: they were increasingly being contrasted with large-scale and state-owned 
enterprises and exposed as the more efficient, dynamic and flexible economic units (Späth 
describes this process as the “(re)-discovery of the small- and medium-sized enterprise sector”, 
see Späth 1997: 138-143, for a description of the perception of small-scale enterprises during the 
1980s and early 1990s). Structural adjustment, based on the introduction of a market economy 
and the deliberate strengthening of the private sector, implicitly meant promoting the 
development of small- and medium-sized enterprises simply because in most developing countries, 
enterprises of this size represent the vast majority of the private sector. The interest in small- 
and medium-sized enterprises is part of a bigger picture or concern, including deregulation, 
privatisation, promotion of competition and, most importantly, the creation of a so-called 
“enabling environment”.  
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3.2.8. The Post-Washington Consensus 
 
As shortly explained in the previous chapter, the Post-Washington Consensus still holds that 
development has to be market-based. However, the state is seen as the provider of an enabling 
environment, as well as fundamental public goods.  
The Post-Washington Consensus advocates that a greater share of public resources be allocated 
for the delivery of social services to the poor rather than for strengthening the productive 
capacity of the economy. There is a risk that strong emphasis on social services might result in 
under-investment in the productive capacity of sectors from which the poor earn their livelihoods, 
mainly agriculture, small-scale manufacturing and petty trade. If the productivity and profitability 
of these sectors are not increased, how can poverty reduction be sustainable?, is a question asked 
by some scholars (see Hayami/Godo 2005: 304, for instance). 
Still a focus in general PSD strategies is the provision of an enabling environment, accompanied by 
the strong emphasis on “good governance” in developing countries. These actions are meant to 
benefit the private sector in general, meaning enterprises of all sizes equally. Although a major 
emphasis is put on poverty reduction, there are still contested points among donors and PSD 
practitioners as to whether direct targeting of certain types and sizes of enterprises or more 
general interventions advocating for trickle-down effects are more effectively in achieving pro-
poor market outcomes and growth. Whereas the MDGs 1 and 3 call for direct targeting, other 
MDGs might rather call for the involvement of larger and even multinational/global enterprises in 
delivering results. 
 
 
3.3. Practices in MSME development and promotion 
 
The historical overview on the discussion related to private sector development and small-scale 
economic activities shows that the field of MSME promotion can look back on a varied history, 
shaped by political disputes, the diverse interests of the involved actors, as well as changes in 
economic and development thinking.  
In this section, the objectives of MSME promotion are described, along with the most common 
levels and areas of intervention, again in parallel to the second chapter. We refer to MSME 
promotion at this point because, as highlighted in the previous sections, there is no universal 
definition for the different enterprise sizes. Therefore, the policies and approaches described 
below, cover micro-, small- and medium-scale economic activities along the continuum of 
informality and formality.  
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3.3.1. Objectives and rationale of MSME promotion 
 
The most common objectives cited in support of MSME promotion are related to the functions that 
MSMEs are believed to play for a country’s economy and society as a whole. These can be 
summarised as follows (see BMZ 1996, ILO 1998, SDC 1998, IFC 2000, UNDP 2000 and 2004, JICA 
2002, ÖEZA 2002, EC 2003a, UNIDO/OECD 2004, UNIDO 2005, as examples for MSME development 
or promotion strategies, as well as practitioner guides, by different donor agencies)47: 
o employment creation: MSMEs account for large shares of total employment in developing 
countries since they tend to operate in more labour-intensive activities than large-scale 
enterprises and create more jobs in relation to investment and output levels;  
o poverty reduction: MSMEs are the main generators of employment opportunities for the poor, 
and hence, main contributors to poverty reduction; in developing countries, MSMEs are seen as 
a major “self-help” instrument for poverty eradication;48  
o promotion of business culture: MSMEs are a seedbed for entrepreneurship and play a 
stimulating role in the development and growth of a market economy, promoting flexibility 
and competition;  
o upgrading of skills: MSMEs provide on-the-job training, practical exposure and other skills that 
usually cannot be obtained in formal education institutions in developing countries; 
o increased efficiency and innovation: MSMEs are often considered to be more efficient, 
innovative and flexible than large enterprises, responding better to customer needs and being 
a source of economic dynamism;  
o contribution to growth: with MSMEs constituting the vast majority of enterprises and accounting 
for a large share of the labour force in most developing countries, MSME outputs and production 
largely influence economic growth in these countries; MSMEs are also key in the transition from 
agriculture-led to industrial economies as they provide simple opportunities for value-adding 
processing activities which can generate sustainable livelihoods; 
o contribution to more equitable distribution of income: MSMEs contribute to a more inclusive 
and decentralised development, since simple goods and services are produced for the 
respective local markets and based on local materials/inputs;  
o stimulation of local and regional development: MSMEs are key players in local, but also in 
regional markets; they tend to be widely dispersed, reaching remote and marginalised areas, 
helping to foster linkages between urban and rural areas and reduce inter-regional income and 
wealth disparities; furthermore, MSMEs tend to agglomerate and are inclined to cluster in 
specific localities; MSMEs tend to use predominantly local inputs, make available market-
                                            
47It has to be stressed, however, that the empirical evidence supporting many of the claims made in favour of MSME 
promotion is very mixed and varies greatly both within and across sectors or industries, as well as countries. The 
points raised here are those commonly put forward by policy-makers and (bilateral and multilateral) donor agencies 
supporting MSME development and promotion. 
48 Eiligmann draws attention to the fact that it has to be further defined what is meant by “poor” and stresses that the 
“very poor” are not targeted through micro-enterprise promotion, but merely people just below or above the poverty 
line (see Eiligmann 2005: 8). 
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oriented preliminary and finished goods for the local/regional markets and contribute to the 
development of local suppliers;  
o empowerment and increased social stability: MSMEs provide a chance for upward mobility and 
escaping poverty; when dynamic enterprises flourish, they tap into people’s initiative, ingenuity 
and self-reliance; when people are able to participate in the economy by creating or joining an 
enterprise, they gain voice; MSMEs are often the domain of women and/or certain ethnic groups 
and are seen as performing a stabilising function in society; the growth of MSMEs is therefore 
seen as part of a process of empowerment, democratisation and increased social stability.  
 
The size distribution of firms within an economy responds to changes in the composition of 
production (and therefore, the importance of economies of scale), transportation costs (that 
imply changes in the spatial concentration of production and the market size), and transaction 
costs (which are a function of the legal and regulatory framework, institutional development, 
etc.). Thus there is no ideal size distribution of firms, but rather an equilibrium size distribution 
determined by resource endowments, technology, markets, laws and institutions: some of these 
factors can be considered “natural” (resource endowments, technology-determined economies of 
scale, market-determined transaction costs), while others are caused by market failures 
(imperfect competition, incomplete markets, information asymmetries) and government policies 
(regulations, policy-induced fixed costs and transaction costs), of which the latter group of factors 
may be seen as biasing an otherwise market-determined size distribution (see Hallberg 1999: 5).  
MSME promotion or development strategies are in reality simply a private sector development 
strategy since the majority of firms in developing countries are in fact of a smaller size. MSMEs 
are targeted in PSD programmes because “they are there”49: they constitute the vast majority of 
business establishments and account for a very large part of employment in developing countries, 
they represent the emerging private sector in most low-income countries and, therefore, form the 
base for private-sector-led growth. 
 
3.3.2. Levels of intervention 
 
Policies and interventions targeting MSMEs are designed to address the problems, constraints or 
challenges these enterprises face. They are meant to help MSMEs overcome internal and external 
constraints to their growth and development, the most common of which are the following50: 
o internal factors: managerial and technical know-how; capital; market orientation; market 
information, including on support; legal status of firm;  
o external factors: macro-economic environment; regulatory and policy framework, at local, 
provincial or national levels; availability and cost of credit; supply and access to infrastructure 
                                            
49 Hallberg 2000: 5. 
50 The specific context of MSE promotion in Uganda, including the challenges these enterprises face, will be 
described chapter 5. At this point, merely a broad picture is given of the problems, constraints and challenges 
MSMEs face, the ones most commonly mentioned in policy/strategy papers and general studies.  
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(transport, water, electricity, telecommunications, IT); availability and cost of assistance and 
advice; linkages/cooperation with other enterprises, networking; discrimination.  
 
From the list of challenges mentioned above, it becomes obvious that there are two basic ways of 
supporting MSMEs: either by improving the internal factors and/or by making the external factors 
more favourable. The levels of intervention in MSME development and promotion are the same as 
those mentioned under section 2.3.2 for the area of PSD, namely: macro-, meso- and micro-levels. 
As previously mentioned, MSME promotion is considered part and parcel of PSD, which is why the 
examples of measures and interventions summarised in table 1 basically also apply for the area of 
MSME promotion. Needless to mention that, with MSME promotion being part and parcel of PSD, 
the same key principles as describes in the previous chapter in section 2.3.3 apply. 
 
Examples of specific measures designed for MSMEs are summarised in the following table: 
Table 4: Examples of interventions to support MSMEs at the macro-, meso- and micro-levels 
Level of 
intervention Possible interventions to support MSMEs 
MACRO 
Enabling environment  
Create/Provide an environment that does not negatively affect MSMEs, including:  
• competition policy 
• licensing and registration requirements, administrative fees 
• tax legislation and administration, revenue collection 
• labour legislation 
• commercial transactions law; contract enforcement and arbitration  
• intellectual and commercial property rights 
• government procurement 
• financial sector competition policy; collateral legislation; regulations governing leasing, 
venture capital, equity markets; interest rate ceilings 
• develop specific MSE or SME policy 
Physical infrastructure  
• ensure provision of and access to basic infrastructure (power, water, 
telecommunications) 
• build/improve infrastructure to trade and compete (roads, ports, railways, market 
facilities, power, water, telecommunications, IT) 
Policy coordination 
• Encourage coordination and coherence among government, donors and representatives of 
civil society and private sector 
MESO 
Institutional infrastructure to support and represent the interests of MSMEs  
• encourage formation and strengthening of variety of associations and business membership 
organisations (at primary and secondary levels), including their advocacy capacity 
• support educational institutions (mainly vocational, technical training)  
• support and strengthen service providers for MSMEs 
• research and development (on needs of MSMEs, innovations in loan and other products, 
lending methodologies, delivery mechanisms, adapted technology, etc.) 
• entrepreneurship promotion; business incubators; venture capital  
• support institutions targeting un- and underemployed 
• develop specialised institutions (small business development agencies/centres, local 
enterprise agencies, department of government in charge of MSMEs, business women) 
• support development and strengthening of intermediary financial institutions, 
competitive banking system, financial sector deepening, savings instruments; risk 
insurance markets 
• encourage business linkages, institutions providing match-making operations: among 
MSMEs, as well as with large and/or international companies 
• establish mechanisms and/or institutions through which the public sector and MSMEs can 
engage in dialogue and feedback 
• public-private partnerships in support of MSMEs 
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MICRO 
Financial support  
• improve access to finance through micro-credit schemes, provision of risk capital, special 
loan or grant schemes, guarantee schemes, local investment funds, and other instruments 
• training related to financial management, loans, savings, accounting, etc. 
• facilitate contacts between entrepreneurs and financial institutions 
• training of bank employees on MSME-specific issues 
Non-financial support  
• education, business training, technical, vocational and skills training 
• business counselling and consulting  
• promote networking among MSMEs, as well as with large and/or international companies 
• improve access to technology (transfer) and knowledge/know-how (transfer) 
• improve access to information on business opportunities and market prices  
• support marketing and participation in local, regional and international trade fairs 
• support registration and formalisation of enterprises  
• support measures to promote self-confidence (especially for female entrepreneurs) 
Source: Own compilation.  
 
3.3.3. Policies and approaches in MSME promotion 
 
Along the lines of the functions that MSMEs perform in the overall economy and society, as well as 
taking into account the two basic types of MSMEs (growth-oriented vs. subsistence), conceptually, 
two main approaches can be distinguished:51 
(1) Strategies of empowerment and survival: 
These approaches focus on the role that MSMEs play in stabilising society. The focus is clearly 
on poverty reduction through the achievement of inclusive growth, revitalising local 
communities and creating employment or income-generation opportunities for disadvantaged 
groups (such as women and ethnic minorities). The concept of the informal economy is very 
important since it is, together with agriculture, the main source of income for poorer 
segments of society in developing countries. The focus lies on reducing the growth constraints 
of businesses managed by socially or ethnically disadvantaged groups, empowering these 
entrepreneurs and upgrading their enterprises. 
(2) Strategies of competitiveness, growth and employment creation: 
These approaches focus on MSMEs as key players in economic development, strengthening a 
country’s industrial structure, focusing on firms’ productivity and profitability. Under this 
approach, mainly MSMEs from the manufacturing sector are targeted: the promotion of local 
industries and sustainable local development, upgrading of business management and 
technical skills, technology transfer, access to finance and infrastructure and the 
development/promotion of business linkages and networking are all common interventions. In 
terms of markets, the target are firstly national markets, together with first attempts to cover 
export markets; for more “advanced” MSMEs, insertion in global value chains might be an 
option, including the coverage of regional and global export markets.  
 
The figure on the following page summarises these two approaches. 
 
                                            
51 These two main directions for PSD are described, for instance, in: JICA 2002 and Estrup 2009.  
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Figure 4: Strategies and approaches to MSME promotion 
 
Source: Own compilation. 
 
As noted in the previous chapter, this division comes down to an on-going dispute among donor 
agencies as to what is the most effective way to reach pro-poor growth. Altenburg highlights that 
projects/programmes specifically targeting underprivileged groups, trying to upgrade their 
traditional economic activities, have often failed for not taking into account the on-going 
structural change in a country’s economy: he advocates for interventions geared at strengthening 
potentials and insists that SMEs should not be seen as a “social sector”, but rather as a “central 
element of a functionally specialised and competitive business structure” (see Altenburg 2000a). 
Although the second approach focusing on competitiveness does not necessarily target the poorest 
population groups (on the contrary, its critics would attack it for “picking the winners”), it is 
perceived to be economically viable, therefore more sustainable and therefore more conducive to 
poverty reduction in the longer term. 
 
Without going into further details of these contested issues, overall, the main aims of MSME 
promotion can therefore be summarised in the following three categories: (1) poverty reduction; 
(2) employment creation; (3) competitiveness (see Minkner-Bünjer 2000). Each 
project/programme targeting MSMEs will have elements of each category, putting different 
emphasis on the various categories. Hallberg 2000 emphasises that the confusion created by 
multiple objectives often leads to governments over-subsidising services that could be provided by 
the market (see Hallberg 2000). Nichter/Goldmark advocate for developing customised 
approaches based on a prioritisation of MSME segments, rather than pursuing broad-based MSME 
growth (see Nichter/Goldmark 2009).  
 
The complexity of interventions aimed at promoting MSMEs, depending on the combination of 
objectives, levels and areas of intervention presented in this and the previous chapter is 
summarised in figure 5 below.  
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Figure 5: Relationships between different objectives, levels and areas of interventions  
 to promote MSMEs 
 
 
                           Source: Own compilation, based on Minkner-Bünjer 2000: 44. 
 
 
3.4. MSEs in Sub-Saharan Africa 
 
The economies in SSA are characterised by an extreme asymmetry in their markets: typically a 
very large number of MSEs coexists with a small number of (often either state- or foreign-owned) 
large enterprises, with only few medium-scale enterprises in between (see, for example, 
Altenburg 2000a, Tybout 2000, Albaladejo 2002, UNIDO/GTZ 2008, for a description of this 
phenomenon). This is often referred to as the “missing middle” in African economies, which is 
assumed to be an important disadvantage of their industrial structure (see Altenburg 2000a and 
Altenburg/Eckhardt 2006, for a discussion of this feature of economies in SSA)52. Most start-ups 
and MSEs are part of the informal economy53 and only very few of them manage the 
transformation from mainly family-based to more systematically organised structures or even the 
graduation to a medium size which would enable them to move into more scale-intensive 
production (Mead 1994a, McPherson 1996, Liedholm 2002, van Biesebroek 2005). 
 
The economic difficulties in SSA are well-known. Since the beginning of the 1970s the region has 
fallen further and further behind other parts of the developing world in per capita income. A 
distinct characteristic of Africa’s long-term growth experience is its historical U-shape, featuring a 
                                            
52 The authors refer to the complementary roles that medium-sized enterprises play in many production systems, mainly 
bridging the (productivity, technological, articulation) gaps between the two poles of large companies and MSEs.  
53 In section 3.1.2, estimates on the size of the informal economy and its contribution to GDP in SSA have been 
presented. 
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deep and prolonged contraction of growth from 1974–94, a period sandwiched between the 
moderately high growth rates of the 1960s and after the mid-1990s (Ndulu et al. 2007: 29). For the 
four and a half decades between 1960 and 2004, per capita income grew at a yearly average rate 
of 0.5 % in the 41 countries of SSA (Ndulu et al. 2007: 29). The term “de-industrialisation” has 
been used in the literature to reflect the decline of industrial activity as percentage of GDP in 
some countries and in absolute terms in others since the mid-1970s (see Stein 1992, Lall 1995, 
Jalilian/Tribe/Weiss 2000). Africa’s slow growth was unexpected and has fallen well short of 
expectations (see Easterly/Levine 1997, World Bank 2005). Seeking to understand the reasons for 
this, a number of different factors have been explored in the literature: 
o Researchers have looked at factors linked to geography (like isolation and fragmentation) and 
natural resource endowment (or dependency) as having negative effects (see Sachs/Warner 
1997 and 2001, Jalilian/Tribe/Weiss 2000, Ndulu et al. 2007, as examples); others have 
highlighted ethno-linguistic polarisation and inequality (see Easterly/Levine 1997), as well as 
the influence of HIV/AIDS on growth; 
o High transaction and indirect costs for doing business because of high transport and energy 
costs (mainly infrastructure-related), difficult contract enforcement, high costs of information 
and the poor quality of ancillary public services (see Collier 2000, Eifert/Ramachandran 2004, 
Ndulu et al. 2007);  
o Low levels of productivity and efficiency (see Eifert/Ramachandran 2004, 
Eifert/Gelb/Ramachandran 2005, Ndulu et al. 2007); 
o Low levels of skills and education, together with limited innovation capabilities of the private 
sector in SSA and weak supporting innovation systems (see, for example, Lall/Wangwe 1998, 
Söderbom/Teal 2001, Eifert/Ramachandran 2004, Oyelaran-Oyeyinka 2006, Oyelaran-
Oyeyinka/McCormick 2007, UNIDO/GTZ 2008); 
o The lack of private sector investment in Africa’s manufacturing sector has been repeatedly 
identified as one of the primary reasons for Africa’s limited growth (see Easterly/Levine 1997, 
Collier/Gunning 1999a and 1999b, Ndulu et al. 2007), together with the limited access to 
finance/credit and low levels of savings; 
o The lack of export competitiveness is another factor that is commonly mentioned in the 
literature, together with a fair lack of diversification of exports and a continued concentration 
on primary commodities (see, for example, Söderbom 2001, Söderbom/Teal 2001, 
Eifert/Ramachandran 2004, Clarke 2005, UNECA 2007, UNIDO/GTZ 2008); 
o An unfavourable policy and business environment, including high protectionism in the past, a 
policy environment hostile to manufacturing, insecure property rights, high levels of 
corruption, uncertainty and investment risks, as well as a poor institutional support network 
(see, for example, Sachs/Warner 1997, Collier/Gunning 1999a,b, Collier 2000, World Bank 
2004a, Eifert/Ramachandran 2004, Eifert/Gelb/Ramachandran 2005, Ndulu et al. 2007, 
UNIDO/GTZ 2008); 
o The influence of institutional factors, resulting from historical factors and path dependence, 
on growth in Africa has been increasingly in the focus in the last decade or so: some refer to 
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the long-lasting effects of colonial rule and the resulting weak institutions (see 
Jalilian/Tribe/Weiss 2000, Acemoglou/Johnson/Robinson 2001); others focus on the state 
(normally perceived as weak or fragile), political institutions and governance systems (see 
Herbst 2000, Eifert/Gelb/Ramachandran 2005) and the institutional capacity to sustain 
productivity growth and competitiveness (linked to unfavourable environment for doing 
business). Also especially in the African context, the negative influence of conflict on growth 
and societies and the difficulties in achieving development in post-conflict and fragile 
environments have been studied (see Collier/Hoeffler 2004, Collier 2006, Ndulu et al. 2007). 
 
In the following, three important issues related to MSMEs in SSA that are commonly discussed in 
the literature and are relevant for this study, will be introduced, namely: inter-firm linkages, 
clustering, and the importance of social factors. These issues are, of course, closely inter-related. 
They will be taken up again and further discussed in the coming chapters, including definitions of 
the underlying concepts.  
 
Inter-firm linkages and specialisation54 
Inter-firm linkages in SSA are generally weak, referring both to limited linkages between the 
formal and informal economy, as well as between firms of different sizes. Inter-firm specialisation 
and division of labour is limited. There is also weak firm-institution interaction, referring to 
linkages between the private sector and agencies such as technology development centres, R&D 
laboratories, investment promotion institutes, etc. Due to the above-mentioned predominance of 
micro-enterprises in economies in SSA, these weakly developed inter-firm linkages are 
problematic and hinder the upward mobility of small companies: MSEs generally lack market 
information, finance and business services; regular interactions with other firms, especially with 
modern medium-sized and larger companies, could be an important alternative channel for 
exchange of knowledge, skill and experience, as well as learning, technology adoption and trade 
credit; regular interaction with companies operating in the formal economy could also create 
incentives to formalisation.  
 
Clustering55 
Geographical agglomeration of business activities is observed throughout SSA, but the effects 
usually associated with clustering such as external economies, joint action and collective 
efficiency, that have led to growth and development of areas in developed countries and 
developing countries on other continents, have not been observed that widely in SSA, leading to a 
discussion of whether the concept of clusters can be applied to the SSA context. Informal, jua 
kali56, artisanal, craft-based, traditional, groundwork or survivalist clusters seem to be 
                                            
54 See Barr 1999, Arimah 2001, Biggs/Shah 2006, Oyelaran-Oyeyinka 2006, UNIDO/GTZ 2008, for a discussion of 
inter-firm linkages in SSA.  
55 See Pedersen 1997, Altenburg/Meyer-Stamer 1999, McCormick 1999, Zeng 2006, Mndeme Musonda 2007, 
Oyelaran-Oyeyinka/McCormick 2007, for examples on the discussion of this phenomenon and its applicability in SSA. 
56 Jua Kali literally means “hot sun” in Swahili. It is an expression that started to be used to refer to informal sector 
artisans in the 1980s, but its meaning was extended to refer to anyone in self-employment and small-scale industry 
operating in the informal economy, regardless whether in open air or permanent premises. 
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predominant due to the high number of micro-enterprises in SSA: these are not necessarily based 
on inter-firm division of labour in one sector, but may still lower the transaction costs for the 
firms in them. It is not clear whether these types of clusters are a sign of poverty or progress and 
whether they have the potential to graduate, cross a certain threshold in terms of size of the 
agglomeration of firms and depth of inter-firm linkages and serve as a seedbed for 
industrialisation.57 With regard to SSA, it is also commonly noticed that there is a lack of strong 
institutions capable of moderating the clustering process and shape policies that promote and 
reward engaging in learning, linkages and innovative behaviour. 
 
Social factors and local business culture58 
Various studies have confirmed the importance of informal institutions (namely networks and local 
business culture) for MSEs to overcome common market and state failures, high degrees of 
uncertainty and lack of formal support institutions in SSA. These networks generally raise the 
performance of their members as “insiders” and contribute significantly to their growth and 
development by providing connections and relation-based governance systems that facilitate 
access to supplier credit and other inputs, resources such as information and knowledge on 
technologies, production techniques and markets, and also ease the access to equity investments 
as well as the coordination of business transactions. Overall, these networks (mainly based on 
family ties, ethnicity and religion) allow their members to take advantage of a wider range of 
economic opportunities and also provide stability in periods of transformation and crisis, but 
clearly exclude “outsiders”.  
 
As mentioned in the sections 3.1.2 and 3.3.2, MSEs face various challenges that can be broadly 
classified into internal and external factors. To sum up this third chapter, the most salient 
characteristics of and challenges faced by MSEs in SSA, often mentioned in the relevant literature, 
are listed in the following:59  
o high levels of informality;  
o limited organisation and effective engagement in public-private dialogue processes; 
o high proportion of necessity entrepreneurship as opposed to opportunity entrepreneurship;60 
o relatively low levels of education, limited managerial and technology-related skills,  
o management not separated from personal/household issues;  
o involvement in relatively short value chains; 
                                            
57 McCormick proposes three categories for African enterprise clusters: groundwork clusters, industrialising clusters 
that begin the process of specialisation, differentiation and technological development, and complex clusters that 
produce competitivenely for wider markets (see McCormick 1999 for more details on the different categories). 
58 See Barr 1999, Alila/Pedersen 2001; Fafchamps 1999, 2001, 2002 and 2004; Egbert 2004; Uzor 2004; 
Eifert/Gelb/Ramachandran 2005; Biggs/Shah 2006 for examples of studies demonstrating the importance of social 
factors and networks in the economies of SSA. Barr proposes a distinction between uncertainty-reducing networks 
and performance-enhancing networks, depending on the sector the enterprises are engaged in as well as their 
access to formal institutions (see Barr 1999 for more details). 
59 See Mead 1994, Mead/Liedholm 1998, Albaladejo 2002, Liedholm 2002, Altenburg/Eckhardt 2006, Biggs/Shah 
2006, for descriptions of key features of MSEs in SSA that influence their growth and development. 
60 These are terms used in the Global Entrepreneurship Monitor for Uganda (see, for example GEM Uganda 2003). 
They match the differentiation made by Mead 1994a between “supply push” (to characterize poor people who are 
pushed into self-employment by a lack of employment alternatives) and “demand pull” (to describe those who identify 
promising business opportunities and are thus pulled into self-employment by market opportunities). 
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o limited upward mobility;  
o limited upgrading possibilities; 
o high influence of social networks; 
o limited access to information; 
o unfavourable regulatory and policy environment. 
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4. Business linkages and value chains   
 
In recent decades, globalisation has drastically changed the conditions of competition at the firm 
level all over the world, with enterprises facing increased competition. One aspect of 
globalisation is that the boundaries between global and local markets become blurred, with 
international standards and trends influencing local markets more and more and producers that 
traditionally served local and regional markets being increasingly exposed to international 
competitors. Regardless of the size of the enterprise, their ability to reap the potential benefits 
of globalisation largely depends on whether and how they are integrated in local, regional and 
global value chains.  
This development creates a rationale for ODA support to so-called value chain interventions, since 
it influences the profitability of individual enterprises in the value chain as well as overall 
employment and economic growth, and thus impacts on the economic and social conditions of the 
involved households (Estrup 2009: 25). 
 
Following the introductory chapters on PSD and MSME promotion, this chapter introduces the 
concept of value chains. Scholars from different disciplines (business management, innovation 
theory, economic geography, sociology, industrial economics, New Institutional Economics, etc.) 
have long tried to conceptualise the way firms are embedded in their local environment and the 
economy. In a first step, the closely related concept of business linkages is discussed, describing 
different types and factors influencing them. This is followed by a definition of value chains and a 
differentiation of various types and conceptual approaches to them. In a third step, the processes 
of upgrading and growth are defined, linking them to business linkages and value chains, as well 
as placing them in the context of MSME and PSD promotion. This chapter ends with a description 
and contextualisation of the so-called “value chain approach”, a relatively new field of 
intervention in PSD, and an overview of key principles and different steps used by different donors 
and institutions applying the “approach”. 
 
 
4.1. The concept of business linkages 
 
4.1.1. Definition of business linkages 
 
“Without business linkages, there is no business … [a] business needs at least one buyer. Thus, any 
business that is in business has at least one business linkage”61. 
This quote makes clear that all interactions of and between firms are business linkages, since each 
act of buying or selling is a business linkage between at least two parties. Business-to-business 
                                            
61 Meyer-Stamer 2006a:1. 
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relationships of any sort determine the competitiveness of every enterprise, and establishing and 
maintaining these business linkages is a key quality of entrepreneurial individuals. 
To run a business, an entrepreneur will buy and sell a range of things: products, services, labour and 
capital, opening up a whole range of market interactions. A subsistence household could operate 
with no linkages at all with other households or enterprises regarding any of these dimensions, 
which generally is associated with very low levels of productivity and income (see Mead 1994b: 1). 
 
Business linkages can be defined as any commercial interaction between different profit-oriented 
enterprises (Stanton/Polatajko 2001: 2). They develop naturally in well-functioning market 
economies and occur when businesses seek the most economic and efficient way of sourcing skills, 
materials and services they need to produce and sell their goods and services. In this way business 
linkages lead to increased production, product diversification and higher productivity. 
Business linkages can have a formal and informal character: if the cooperation has a long-term 
character and involves the investment of significant and probably even highly specific resources, 
legal institutionalisation with written rules and sanction mechanisms is preferable (Schulenburg 
2006: 4-5).  
Often, the term business linkages is used to imply a continual relationship with repeated 
transactions, as opposed to individual contracts. Relationships between a given firm and its 
customers and buyers usually have a long-term character, due to the fact that repeated 
interaction with known business partners is more efficient (entailing lower transaction costs) than 
constantly changing to new ones. In this sense, the evolution of business linkages can be regarded 
as an investment in the future with an impact beyond the profit of the single interaction 
(Schulenburg 2006: 4).  
Inter-firm linkages can be divided into different forms of contractual arrangements according to 
the degree of control which one party has over the other: the classification can run from complete 
internal organisational control (hierarchy) to complete dependence on the market.62 
 
Firms produce either for end users (consumers and government) or intermediate users (other 
producers) (Downing et al. 2006: 7). Taking this as background, business linkage relationships are 
integral part of a process of increasing complexity in the production and transformation process. 
Increasing reliance on business linkages is a normal complement of increasing specialisation, as 
enterprises seek to narrow the range of functions they perform at the same time and in-house as 
they move to more sophisticated products and services requiring more functions for their 
production and distribution (Mead 1994b: 1).  
 
                                            
62 The school of New Institutional Economics has shown that transaction costs directly influence the organisation (in 
terms of institutions and boundaries of a firm) of an economic activity; transactions are further affected by the 
specificity of assets and investments required for the production, uncertainty and post-contract opportunism. See 
Coase 1937, North 1981 and 1990, Williamson,O.E. 1985 for an elaboration of this concept, including the importance 
of property rights. 
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4.1.2. The importance of business linkages for economic and industrial 
development  
 
Inter-firm linkages define the structure of an economy. It is widely believed that particularly 
linkages between enterprises of different sizes can contribute to the creation of a broad and 
sustainable industrial structure. 
It was Adam Smith who famously observed in The Wealth of Nations that the division of labour is 
determined by the size of the market. The bigger the market (meaning the more sizeable the 
economy) is, the higher the degree of specialisation of companies and the denser or more intense 
the business linkages (Markmann 2001: 72, Meyer-Stamer 2006a: 5, Downing et al. 2006: 7). It is 
one of the key features of underdeveloped countries that the differentiated and interactive 
economic structures typical for industrialised countries have not yet developed.  
Altenburg/Stamm observe that developing countries typically lack competitive firms and show a 
low degree of inter-firm and institutional specialisation and cooperation, which leads to a vicious 
cycle in which scarcely differentiated, simple non-service sectors do not demand advanced 
services and the lack of such services restricts competitiveness (Altenburg/Stamm 2004: 16). It is 
known, however, that competitiveness, productivity growth and economic welfare require 
continuous innovations which make product differentiation, shorter product cycles and the 
development of new markets possible. As economic structures become more differentiated and 
intangible assets grow increasingly more important, the innovation process becomes far more 
complex and involves an increasing number of firms and institutions: through these developments, 
supply chains become more integrated, increasingly complex standards are introduced, user-
producer interaction increases in number and scope, companies form strategic alliances, linkages 
emerge between the private sector and public research agencies, just to name a few trends 
(Altenburg/Stamm 2004: 16). 
Markmann provides a general description of the connections between the level of labour division, 
specialisation and institutions within an economy, of which the most important ones are listed in 
the following:63 
o Specialisation takes place when productivity gains can be realised. This happens when the 
following are given with a society, a country or a firm: different abilities or capabilities, 
different technical processes or methods, different resource endowments and if returns of 
scale are possible.  
o Specialisation leads to decreasing unit costs over time. In this respect, both static returns to 
scale (which occur when, with increasing volume/scale, the unitised fixed costs decrease) and 
dynamic returns to scale (based on the exploitation of learning effects, technical 
advance/development and rationalisation measures) are possible.  
o Constraints for the realisation of potential production increase through division of labour are: 
insufficient/limited size of the market, i.e. insufficient demand, and large insecurity, i.e. 
either unstable demand or scarcity. 
                                            
63 See Markmann 2001, especially chapters III.2 and III.3.  
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o The importance of property rights and different forms of rules for transactions are shown by 
North and Weber; the influence of the frequency of transactions and investment 
characteristics on the type of coordination is shown by Williamson. 
Based on this, Markmann provides a multi-dimensional framework to explain the possibility of 
engaging in economic activities characterised by division of labour. She shows that it lies in the 
continuum of low and high and is determined by the following factors: exclusivity, flexibility, 
predictability, group size (of which an individual is part), planning horizon, 
permanence/continuity of the group.64  
 
As mentioned above, business linkages support the process of innovation. Continuous innovation 
and the increasing ability to adjust to changing market conditions are necessary pre-conditions for 
the maintenance of a firm’s competitiveness, regardless of its size. The evolution of collaborative 
business linkages strengthens the process of division of labour within an economy.  
One crucial condition for competitiveness of SMEs is their ability to link up with other companies 
or institutions that can provide assets they cannot produce themselves (Altenburg/Stamm 2004: 
6). This is one of the most important findings of the “systemic competitiveness approach” (see 
Esser et al. 1996), but also of the research focusing on industrial districts and clusters. By 
cooperating with other businesses, firms can concentrate on their core competencies, which again 
contributes to the firm’s competitiveness, as well as to that of the respective sector, region or 
country on a more aggregate level (Schulenburg 2006: 8). Networking allows MSMEs to combine 
the flexibility of small-scale businesses with advantages of large-scale firm groups; creating 
linkages with TNCs induces opportunities for MSMEs to expand their production and increase 
growth, also giving them access to knowledge, new technologies and investment. 
 
It is against this background that support programmes are designed to foster the development of 
business linkages: the objective is always to achieve value creation/addition through increased 
division of labour, integrating wider segments of society, especially MSMEs and the informal 
sector. Linkages among small and large, modern and traditional, domestic and international 
enterprises, have a number of positive effects that ultimately contribute to raising the firm’s 
competitiveness: cooperation allows firms to reap economies of scale and scope; innovations, 
learning and skills development can take place; geographic agglomeration increases the 
availability of skilled labour, machinery and inputs, as well as the rivalry among firms, which is an 
important driver of innovation and competitiveness (UNIDO/GTZ 2008: 18, Altenburg/Eckhardt 
2006). It is also believed that regular interaction with the formal economy can create incentives 
for formalisation.  
 
                                            
64 See Markmann 2001: 107, for a figure summarising this framework. 
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4.1.3. Selected types of business linkages   
 
The most commonly mentioned typologies of business linkages include the following: vertical-
horizontal, backward-forward, domestic-foreign, formal-informal, equal-unequal, bilateral-
multilateral. All of these and many other forms of business linkages could be detailed. However, 
in the following only a selection of the ones that are thought to be most relevant for the present 
study will be described. 
 
4.1.3.1. Backward vs. forward linkages  
The concept of backward linkages is as old as the process of industrial development (UNCTAD 
2006a: 4). A synonym for backward linkages is subcontracting, which is one of the most familiar 
forms of business linkages commonly known. Backward linkages usually occur when firms 
concentrate on their core operations (especially larger companies might subcontract local MSMEs 
to provide goods and services which otherwise have to be imported or produced in-house), when 
the demands exceed a firm’s production capacity, or simply because the production costs of the 
subcontracted firm are lower.  
If TNCs or foreign companies are involved, backward linkages are believed to benefit a country’s 
industrial base by:65  
o generating additional economic activity through increased demand for locally-made products 
and services, which translates into additional income and employment generation, 
o stimulating improvements in the products and services of local businesses through technology 
transfer and skills upgrading, thereby strengthening local suppliers and giving them a chance 
to access international markets, 
o attracting and stimulating FDI by offering the advantage of a local supplier base capable of 
offering quicker delivery times and reduced transportation and inventory costs. 
 
Forward linkages occur when a company contracts another one to distribute its products or 
services in distant and remote markets. Franchising is one well-known example of forward 
linkages (OECD 2005c: 7). Outsourcing these activities implies considerable advantages for brand-
name companies: they may rapidly cover extensive markets while minimising risks and investment 
in distribution channels (see Altenburg 2000b). 
 
4.1.3.2. Horizontal vs. vertical linkages  
Horizontal linkages are referred to when similar firms group themselves or are organised by a 
third party to work together, helping them to realise economies of scale and scope. There are 
many organisational/legal options: cooperatives, associations, consortia, producer groups, 
collaborative structures, etc. Horizontal linkages involve collaboration between legally independent 
                                            
65 See UNCTAD 2006a: 3-4. 
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companies which are at the same stage or level of a value chain (often direct competitors). 
Economically, there is a symmetric interdependency between them (Brach/Kappel 2009: 7). 
This type of collaborative linkages evolves out of mutual interest and generally brings about a win-
win situation for the parties involved. Horizontal linkages can help MSEs overcome many of the 
disadvantages of being small and most business associations provide both public goods (basic 
sector-specific information, SME networking) and commercially viable services, contributing to the 
empowerment of their members (Nichter/Goldmark 2009: 1458). Typical examples for horizontal 
linkages are: sharing large orders, bulk purchasing, group leasing or joint use of equipment, 
sharing costs for product development, joint marketing activities, join forces to improve the 
negotiating position with buyers and suppliers, access market information or services, lobby for 
political/regulatory changes, etc. 
In practice, organising MSEs in supplier networks or horizontal linkages is demanding in both 
economic and social terms, making government or donor support for building such networks 
crucial. It is a strategic investment that can reduce transaction costs and make pro-poor value 
chains feasible (see Müller 2008: 27, and Estrup 2009: 28). Through such horizontal linkages 
economic cooperation and social capital can develop, enabling participating MSEs to achieve the 
level of competitiveness needed for building sustainable vertical linkages (and for opening their 
ways into value chains) (Estrup 2009: 28). 
 
Vertical linkages are formed by individual firms with their buyers and suppliers. In contrast to 
horizontal linkages, they therefore involve companies at different stages of a value chain, i.e. 
they involve cooperation between firms along the value chain. In such long-term contracts 
between legally and economically independent firms, mutual dependencies might develop over 
time. Unlike in the case of horizontal cooperation, dependencies are characterised by asymmetry 
between (one or more) lead firm(s) which dominate the collaboration and lead it strategically, and 
(one or even many) SME(s) which have a supplier-purchaser relationship (Brach/Kappel 2009: 7). 
Nichter/Goldmark provide a list of advantages of vertical linkages: agreements with buyers can 
decrease the risks and costs associated with entering new markets by a guaranteed flow of orders, 
critical information on market requirements and, in some cases, reduced need for capital 
investments; relationships with larger firms can sometimes help link rural industries to urban and 
international markets; vertical linkages can lead to improved firm capabilities by providing 
opportunities for learning and innovation, i.e. when buyers assist with quality and maintenance or 
other technical issues, or when input suppliers offer training or information related to the use of 
improved technologies (Nichter/Goldmark 2009: 1458). The underlying economic reason for vertical 
linkages is that the success in the destination market can be enhanced, i.e. by definition and 
meeting of quality, environmental or social standards, creation of communication interfaces along 
the chain, joint action in product improvement or development (Schulenburg 2006: 6). In this way, 
more efficient transactions among firms that are vertically related increase the competitiveness of 
the entire industry. Vertical linkages also facilitate the delivery of embedded services and the 
transfer of information, skills and technology between firms up and down the chain.  
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The following table provides a summary of different types of linkages between foreign and local 
enterprises and organisations. 
 
Table 5: Relationships between foreign affiliates and local enterprises and organisations 
Form 
Relationship between foreign affiliate and local company Relationship between 
foreign affiliate and 
non-business 
organisation 
Backward linkage 
(sourcing) 
Forward linkage 
(distribution) 
Horizontal linkage 
(cooperation in 
production) 
“Pure” 
market 
transaction 
“off-the-shelf” 
purchases  
“off-the-shelf” 
sales  
  
Short-term 
linkage 
Once-for-all or 
intermittent purchases 
(on contract) 
Once-for-all or 
intermittent sales 
(on contract) 
  
Longer-term 
linkage 
? Longer-term 
contractual 
arrangement for the 
procurement of 
inputs and further 
processing 
? Subcontracting of the 
production of final or 
intermediary products  
? Longer-term 
(contractual) 
relationship with 
local distributor 
or end-consumer 
? Outsourcing from 
domestic firms to 
foreign affiliates  
Joint projects with 
competing local firm 
? R&D contracts with 
local institutions such 
as universities and 
research centres 
? Training programmes 
for firms by 
universities 
? Traineeships for 
students in firms 
Equity 
relationship 
? Joint venture with 
supplier 
? Establishment of new 
supplier affiliate (by 
existing foreign 
affiliate) 
? Joint venture 
with distributor 
or end-consumer 
? Establishment of 
new distribution 
affiliate (by 
existing foreign 
affiliate) 
? Horizontal joint 
venture 
? Establishment of new 
affiliate (by existing 
foreign affiliate) for 
the production of 
same goods and 
services it produces 
Joint public-private 
R&D centres / training 
centres / universities 
“Spillover” 
? Demonstration effects in unrelated firms 
? Spillover on processes (including technology) 
? Spillover on product design 
? Spillover on formal and on tacit skills (shopfloor and managerial) 
? Effects due to mobility of trained human resources 
? Enterprise spin-offs 
? Competition effects 
 
Source: UNCTAD 2001a: 131.  
 
4.1.3.3. Linkages between the formal and informal economies  
As mentioned in the previous chapter, businesses operating in the informal economy usually do so 
at very low competence levels, with specialisation (almost) not existing, technological 
sophistication being very low and competition based on price-cutting rather that innovation. Such 
conditions are very adverse to the evolution of local bilateral and multilateral business linkages 
(Meyer-Stamer 2006a: 8). Informality is an important obstacle for the establishment of business 
linkages, since informally operating businesses usually choose to be “invisible”, thereby reducing 
their vulnerability (vis-à-vis authorities, for example). The fact that there is a smooth transition 
between informality and formality, rather than a clear-cut line dividing between them, has also 
been elaborated in the previous chapter.  
In terms of impact on poverty, there are a number of interdependencies between the modern 
sector and the urban informal sector or rural sector. As entrepreneurs, the poor in the informal 
urban and rural sector can benefit from (1) rising demand for their services and preliminary 
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products from enterprises of the modern sector with respect to the core and non-core business, or 
(2) rising demand for consumer goods from employees of the modern sector to be met by the 
informal urban or rural sector (Schulenburg 2006: 15-16). 
In all countries, informally operating firms engange in business linkages with formal companies 
(see Bigsten/Kimuyu/Lundvall 2000, Arimah 2001, Xaba/Horn/Motala 2002, Grimm/Günther 2005, 
for examples of studies on the linkages between formal and informal sector enterprises, also 
between urban and rural areas).66 A key issue discussed in the relevant literature is whether these 
linkages are favourable or rather exploitative in nature. Backward linkages include the flow of raw 
materials, equipment, finance and consumer goods from the formal to the informal sector, with 
the major sources being government agencies, large(r) domestic and foreign companies. Forward 
linkages, mainly within the framework of subcontracting agreements, with informal enterprises 
providing inputs for the production process of formal ones, on average are found to be much lower 
than backward linkages, mainly due to their limited capacity of providing high quality goods and 
services. They are also found to be more exploitative in nature, with formal firms taking 
advantage of the lower overhead costs in the informal sector (Hemmer/Mannel 1989). Müller 
points out that the negotiation/bargaining power and capacity of informal enterprises is relatively 
limited, since they are commonly not organised in institutionalised forms of cooperation such as 
networks or associations (Müller 2008: 11). Key determinants of backward and forward linkages 
between the informal and formal economy are: registration of the informal enterprise, level of 
investment, annual income of the entrepreneur, number and education of employees, the 
entrepreneur’s previous work experience (see Arimah 2001).  
It is often difficult for informal enterprises to benefit from the interaction with the formal sector 
in terms of information, know-how and technology transfer. It is here where support programmes 
aiming at the formalisation of businesses operating in the informal economy partly come in: it is 
believed that through enhanced linkages and increased exchange between the formal and informal 
economies, the formalisation of informal enterprises can be encouraged.67 Kappel suggests a 
“linkage concept” as a combination of the trickle-down and the pro-poor growth approaches, by 
focusing on: the support to quality improvements within MSMEs to strengthen them as suppliers, 
the promotion of MSMEs through improved financial services and BDS, the integration of MSMEs in 
regional and international markets or value chains, and the development of clusters and networks 
(Kappel 2006: 3).  
 
                                            
66 This study refers to micro-enterprises operating in the continuum between formality and informality, as defined in 
the previous chapter. It does not look at informal workers, i.e. wage workers hired by formal enterprises under 
informal employment relations, although this is also a widespread phenomenon and could be considered as one 
aspect of links between the formal and informal economies. 
67 See Nelson/de Bruijn 2005 for examples of voluntary formalisation/registration: they differentiate between a de jure 
and de facto formalisation and see it as an indicator for the level of performance of enterprises in an economy. 
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4.1.3.4. Linkages between enterprises of different sizes  
Business linkages often take place between businesses of different sizes and very different power 
resources, many times also involving foreign and domestic companies, from developed and 
developing countries. It is usually within this context that buzzwords such as dependency, 
exploitation, inequality and asymmetry are mentioned. 
In relation to linkages between enterprises of different sizes, traditionally the focus of research 
has been on backward linkages of TNCs with local SMEs. UNCTAD has longstanding experience in 
this field, both in the area of research and promotion of such linkages.68 The establishment of 
business linkages between SMEs and TNCs is one of the best ways for local firms to enhance their 
competitiveness as they can obtain critical missing assets, such as access to international markets, 
finance, technology, management skills and specialised knowledge (see Altenburg 2000b, as well 
as UNCTAD 2001a and 2006a).  
Linkages between large (foreign or local) companies and smaller local firms evolve from 
outsourcing tendencies. These can involve either the core business or the non-core business 
(involving, for example, relatively simple activities such as cleaning or transport) of the large 
company, with the former generally being more demanding, since the core business is vital for the 
large company, but also offering larger growth potential, and the latter being more likely, but 
offering lower growth potential with supportive activities not increasing proportionally to the 
volume of the core activities (see Schulenburg 2006: 11-14). 
Creating supplier relations and fostering knowledge flows between modern enterprises and 
indigenous small-scale enterprises is important to bridge the productivity gap between the two 
poles. It is well established that large buyers are important drivers of technological learning in 
value chains. There are several reasons for this (see UNIDO/GTZ 2008: 46, and Schmitz/Knorringa 
2000, Kula/Downing/Field 2006): in modern value chains, emphasis is put on compliance with 
increasingly higher standards; large buyers often target especially demanding export or high-end 
domestic markets; suppliers are under the constant threat of being replaced by new sources; and 
some buyers actively support their suppliers. 
Supplier relations thus provide SMEs with market access, new products and process technologies 
and often even trade credit. Strengthening linkages can be an adequate policy for opening 
exclusive business networks and for embedding the informal economy, building trust between 
networked firms and outsiders (Biggs/Shah 2006: 3063). 
 
The table below summarises the potential benefits of business linkages involving enterprises of 
different sizes.  
 
                                            
68 See the 2001 World Investment Report for a comprehensive review of the role of TNCs in developing countries 
(UNCTAD 2001a). 
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Table 6: Potential benefits of business linkages between enterprises of different sizes 
Potential benefits of business linkages for … 
MSMEs Local communities Large companies  (foreign or national) 
• more stable contracting 
relationships to buyers and 
producer organisations 
• new sales outlets and more 
diversified revenues; more 
diversified client and market 
structures 
• skill, knowledge and technology 
transfer and transfer from 
larger businesses 
• opportunities to innovate, 
upgrade and increase 
competitiveness 
• increased specialisation and 
higher productivity 
• improved access to finance 
• potential for entering new 
markets (domestic and/or 
foreign) 
• risk-sharing through joint 
funding and/or operations 
• potential for increased 
employment 
• potential for attraction of 
additional investment  
• increased business activity 
• stimulation of local economic 
development 
• new and increased production, 
employment and incomes 
• opportunities for new 
enterprises from increased 
demand 
• skills development 
• diversified industrial base 
• added local purchasing power 
• access to better quality, more 
reliable and cheaper products 
and services 
• balance of payment benefits 
when products are exported 
and/or imports substituted  
• increased involvement of 
private sector in shaping local 
economic environment and 
development  
• long-term increase in 
local/regional competitiveness 
• long-term subcontracting 
relationships; more reliable 
supply of raw materials and 
services 
• reduced procurement, 
production and distribution 
costs 
• improved productivity through 
concentration on core business 
• potential for enhanced public 
image and reputation through 
corporate social responsibility  
• compliance with local content 
requirements  
• improved integration with 
overseas markets 
Source: Based on Stanton/Polatajko 2001, Nelson 2007, and IFC 2007b.  
 
4.1.4. Factors influencing the development of business linkages   
 
The pattern and density of business linkages depend on various factors. Among them obviously are 
the framework conditions of an economy, including the size of the market, institutional 
framework (including property rights and contract enforcement), macro-economic stability and 
business culture (all together usually referred to as the “enabling environment”).  
 
As obstacles for the evolution of business linkages, the following are usually mentioned in the 
literature, apart from the above-mentioned framework conditions:69  
o lack of specialisation 
o high vertical integration 
o a business environment characterised by distrust70, personal rivalry and little social capital  
o weak business membership organisations 
o high transaction costs (for identifying business opportunities, the right partners, product and 
process certification, quality assurance) 
o power structures in national and global value chains 
                                            
69 See Stanton/Polatajko 2001, UNCTAD 2001a, OECD 2005c, Meyer-Stamer 2006a: 4-9, Morris/Barnes 2006, for a 
discussion of some of the factors. 
70 Especially trust is crucial for the functioning of business linkages, both in terms of setting them up and ensuring 
their continuation. 
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o geographical, technology, educational, competence and cultural gaps  
o inadequate physical infrastructure; lack of access to legal, financial and technical aspects of 
enterprise management 
o firm-internal and/or external crisis71  
o product and process standards72. 
 
4.1.5. Prominence of business linkages in Private Sector Development strategies  
 
Although business linkages are advantageous to companies, they often do not develop on their 
own as a result of market forces alone. To address the underlying market failures, business linkage 
formation is often promoted by governments and donors. Other reasons for promoting business 
linkages lie in their influence on economic development as mentioned under section 4.1.2: they 
support the process of innovation, provide market access and strengthen the overall 
competitiveness of a business, region or country. Another reason to bring ODA in, as stated in 
almost all policy and strategy papers, is the combination of business sense with distributional 
questions, taking the poor into account as entrepreneurs/producers, workers and customers, 
following the logic that improving the poor’s participation in a (formal) economy based on division 
of labour is key for achieving poverty reduction.73 
 
A variety of initiatives to promote business linkages exists, ranging from (1) purely donor- and 
government-driven to (2) Public-Private Partnerships and (3) purely private-sector-driven 
programmes, including totally independent supplier development programmes carried out by TNCs 
in their own self-interest (UNCTAD 2006a: 3). Still, however, the concern is to better understand 
what kind of policies, institutions and mechanisms can be put in place in order to promote so-
called mutually beneficial linkages, especially between (foreign and local) enterprises of different 
sizes, such as (M)SMEs and TNCs. The key challenges and approaches in the practice of business 
linkage promotion also highlight the significant role of collaborative action. Firms collaborate with 
one another and major stakeholders for two main objectives: to reduce the individual operating 
costs and risks of their linkages, and to strengthen the external environment for their activities 
(IFC 2007b: 19). 
In the past, governments relied on more coercive policies to create linkages such as local content 
requirements, restrictions on the number of expatriate managers and even mandatory technology 
transfer provisions. The approach has since shifted to working with the private sector, where 
                                            
71 Firms are generally risk-averse and cooperation is risky especially in low-trust environments. But crises can also 
help firms in looking beyond narrow sectarian interests. Especially if the crisis contains viable market opportunities, 
firms may look at the bigger picture of the value chain, sector and cooperation.  
72 Standards are a challenge if enterprises are not (yet) able to meet them and in that case represent an obstacle for 
the establishment of business linkages. However, product and process standards are often introduced as a way of 
managing potential supplier failure and it is common for buyers to provide support to their suppliers in meeting the 
prescribed standards. This issue will be discussed in more detail in the context of value chains under section 4.2.2.  
73 USAID, for example, has explicitly switched to a stronger emphasis on inter-firm linkages, realising that many 
business services, and especially those supplied to MSEs, are not supplied in free-standing markets, but instead are 
embedded in commodity transactions that take place along value chains or in clusters (Downing et al. 2006: 24). 
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government policies consist of removing obstacles to greater interaction between foreign and 
domestic firms. These obstacles include both the “information gap” on the part of both buyers 
and suppliers, as well as the “capabilities gap” between the requirements of TNCs and the supply 
capacity of local firms (UNCTAD 2006a: 4).  
Common interventions in the area of linkage promotion are: 
o vertical linkages between SMEs and larger domestic or foreign firms, often through 
subcontracting arrangements and embedded in Corporate Social Responsibility (CSR)74 
initiatives;  
o development of inter-firm relationships, often horizontal in nature, among small enterprises 
with the aim of exploiting economies of scale and scope; 
o inter-firm networks and partnerships to increase the private sector’s capacity for advocacy 
and dialogue in relation to macro-level policy. 
 
Judging from the literature available, the common and biggest challenge of these programmes is 
the fact that much greater outreach is needed to avoid imbalanced costs and benefits.75  
Success factors and lessons learnt from business linkage promotion programmes include:76 
o a conducive and coherent enabling macro-economic, regulatory and institutional environment 
that provides economic stability and reduces the risks for participating companies should be in 
place. Setting up collective platforms for business engagement in public policy dialogue to 
shape such an environment is key; 
o a critical mass of companies on both the supplier and the demand side should participate in 
the initiatives, whereby relevance and criticality can be defined by the position in the value 
chain, size of firm (i.e. by number of employees or turnover), or simply interest in finding 
solutions to a particular problem; 
o long-term commitment on the part of all participants and stakeholders is necessary since 
creating business linkages is a long-term process. It is widely stressed that no successes can be 
achieved or should be expected in a one-time event or in the short term and that a culture of 
long-term thinking is needed. To handle this, it is useful to have pilot/test phases and/or 
champions to demonstrate success stories, as well as so-called “quick wins” (i.e. achieving 
tangible and relatively immediate benefits) to create credibility, stimulate interest and 
participation as a starting point and break down barriers of trust. But it is also emphasised 
                                            
74 See Raynard/Forstater 2002, UNDP/UNIDO 2004, and Nelson 2007 for a discussion of the relevance of CSR in 
development cooperation and, specifically, in PSD. 
75 As will be elaborated further on, this is one of the main reasons why “classical” activities in the field of business 
linkage promotion were rethought and an attempt was made to introduce new approaches and instruments. 
76 Among the most well-known business linkage promotion programmes implemented by donors are: the UNIDO 
Cluster and Network Development Programme, as well as Business Partnership Programme; the German PPP 
(Public Private Partnership) scheme, mostly implemented by GTZ; DfID’s Business Linkage Challenge Fund (BLCF); 
UNCTAD Business Linkages Programme; USAID’s Global Development Alliance; IFC’s enterprise facilities; UN 
Global Compact. See the Business Partners for Development website (www.bpdweb.com [12.04.2010]) for examples 
of projects implemented through partnerships between public and private sectors and civil society in different sectors. 
Other common “progammes” are databanks and match-making, usually led by Chambers of Commerce and 
Investment Promotion Agencies. See UNCTAD 2001a, 2006a and 2006b, Morris/Barnes 2006, OECD 2005c, Meyer-
Stamer 2006a: 10-11, Schulenburg 2006, Morris/Robbins 2007, IFC 2007b, and UNIDO/GTZ 2008: 47, as examples 
of lessons learnt discussed in relation to business linkage promotion programmes. 
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that without sustained real improvements the incentive to maintain ongoing participation 
declines rapidly among participating companies; 
o linkage programmes have to be led and owned by the private sector, with two aspects to it: 
on the one hand, a close cooperation with the private sector ensures strong buy-in from the 
private sector, which is a key for success; on the other hand business linkages are first and 
foremost about business, so business sense and orientation should always be at the centre 
stage of any business linkage promotion initiative; 
o facilitating agencies or institutions are needed and the resources needed for administration, 
coordination and sustaining cooperation among companies should not be underestimated, 
raising the question of whether facilitating agencies can be turned into some form of fee-
receiving service provider at some point. What could be called the “linkage promotion team” 
has to be professional and experienced in relevant production processes and management 
issues, being involved in issues such as selection of participating companies and related 
business diagnosis and auditing, attracting investment from TNCs and large companies, guiding 
training and technology transfer, expectation management, among others; 
o effective and transparent selection mechanism(s) to bring about the linking of the demand and 
supply sides need to be designed: purchasing companies usually want to have some control 
over the selection of suppliers, and domestic suppliers should be selected on their ability to 
supply the goods and services according to the standards imposed by the purchasing company; 
o once the programme is installed, it is necessary to keep reviewing its rationale and mechanisms 
to ensure that they are still effective; most linkage programmes evolve over time in order to 
meet and adapt to changing market conditions. Experience has shown that establishing viable 
business linkages requires a willingness to question routines and a strong effort to find 
innovative solutions/approaches, especially when very “unequal” partners are involved (such as 
TNCs and smallholder farmers for example). Blueprints do not exist and facilitators and 
stakeholders need to be flexible in terms of adapting to an evolutionary process; 
o the establishment of an efficient and sustainable information network to overcome 
information gaps (for example on opportunities involving TNCs and export markets, but also 
among local companies of different sizes and sectors) is necessary. It is important that this 
information is quantifiable (related to costs, employment, sales, impact, etc.) and reliable. 
Information flows and knowledge sharing create and solidify cooperation and can help in 
managing expectations. Credibility of the data is key to establish transparency and trust; 
o access to and provision of non-financial BDS is an indispensable element of skills and capacity 
development, innovation and technology upgrading and important to strengthen the supply 
capacity of SMEs; 
o approaches should always be adapted to local contexts and development needs: a specific 
review of the country’s economic environment is always necessary and inherited mindsets 
need to be broken; 
o financial issues should be addressed, especially in backward linkages programmes. Financing 
requirements for MSMEs to meet technical and other requirements of purchasing companies 
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can be key constraints. Joint financing mechanisms can be set up with the involvement of the 
commercial banking sector and the use of non-traditional forms of collateral (typical examples 
are invoice discount systems and stock financing, warehouse receipt systems and factoring); 
o investment promotion and linkage development should be closely coordinated to generate 
positive spillovers and prevent foreign investments from undermining national value chains. 
 
The roles of the main actors in business linkage promotion are summarised below:77  
(a) government 
o direct measures aimed at influencing enterprise behaviour (such as tax subsidies, 
procurement policies, regulatory requirements) 
o indirect mechanisms to improve the environment for businesses, maybe specifically SMEs 
o support given to intermediary agencies, both public and private, that assist in the 
promotion of inter-firm linkages and networking 
o reduce barriers to entry and transaction costs of business linkages, i.e. by providing an 
effective metrology and certification infrastructure 
(b) enterprises 
o endogenous action by smaller enterprises clustering together and by larger firms 
providing assistance to SMEs 
o family networks can be important to establish partner trade deals, share risks and 
rewards 
o investment in business opportunities and relationships 
(c) local self-help organisations, (business) associations and NGOs 
o capacity building in technology, business management, accountancy, legal issues, 
industry analysis 
o provision of information, specialised legal advice, assessment of upgrading potential 
o intermediation support to access credit, negotiate contracts, arbitration 
o advocacy and (political) representation 
(d) donors 
o interventions aimed at lowering transaction costs 
o improving access to and provision of advisory services and finance (including investment 
promotion) 
o facilitation of policy dialogue and public-private partnerships. 
 
                                            
77 This enumeration is based on Cook 2000: 6-12, and Meyer-Stamer 2006a: 12-13. Please note that the different 
roles encompass possible interventions at all levels mentioned in chapters 2 and 3, namely macro-, meso- and micro.  
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4.2. The concept of value chains  
 
Schmitz distinguishes three phases in the thinking on trading and business relationships:78 
o traditionally, the relationships between producers and customers are considered to be market-
based, an assumption that continues to prevail (though not always explicitly) in many 
textbooks dealing with international trade;  
o in the 1970s and 80s, the importance of intra-firm trade was highlighted in research on MNCs 
and their subsidiaries; 
o in the 1990s, a new form of coordinated trade proved to be of increasing importance: lead firms 
from developed countries coordinate (or govern) the trade with developing country firms that 
remain nominally independent. It is recent global value chain analysis that made important 
advances in explaining how trade is organised and how this affects economic development.  
 
In the following, this section introduces the concept of value chains, starting with a definition, 
followed by a presentation of different types of and approaches to value chains. It also provides a 
link to the previous section on business linkages and differentiates between local and global value 
chains, as a basis for elaborating on the so-called “value chain approach” in development 
cooperation in a later section. 
 
4.2.1. Definition of value chains 
 
A value chain is usually defined as a sequence of activities which lead to the transformation of 
inputs and raw materials into something that can be purchased by the final consumer. 
The term “value” refers to the fact that each activity in the chain adds value to the final product. 
These value additions can be calculated in order to see how much accrues to each other along the 
chain (McCormick 2007: 28). The use of the term “chain” suggests a focus on vertical relationships 
between buyers and suppliers and the movement of a good or service from producer to consumer 
(Gibbon/Ponte 2005: 77), but also implies the analysis of a linear process (Stamm 2004: 9). 
However, both these aspects should be understood in a broad and comprehensive way, and it will 
be shown in the following that it is actually being done so in the literature, with value chains 
including vertical and horizontal linkages, as well as supporting markets and services.  
The concept of global value chains refers to the configuration of coordinated activities that are 
divided among firms and that have a global geographical scale (Gibbon/Ponte 2005: 77). 
 
To give an impression of different aspects highlighted in the literature, a number of definitions of 
value chains will be listed in the following: 
o One of the most commonly cited definitions is probably that of Kaplinksy/Morris, who define a 
value chain as “the full range of activities which are required to bring a product or service 
from conception, through the different phases of production (involving a combination of 
                                            
78 Schmitz 2006: 546-7. 
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physical transformation and the input of various producer services), delivery to final 
consumers, and final disposal after use.”79  
o Value chains do not solely focus on processes taking place within a single firm, but involve 
networks of cooperating firms, different firms located in various places and linked together in 
a chain. Each link in the chain adds a certain amount of value to the final product. Since value 
chains do not merely focus on the physical transformation of inputs within one firm, they offer 
the possibility of capturing economic returns that can be found in different links in the value 
chain. While the realisation of primary economic returns used to lie in activities related to 
production, these returns have increasingly shifted to areas outside production such as design, 
product development, branding and marketing (UNCTAD 2005: 10-11, based on Kaplinksy 
2000a, UNIDO 2001b, Humphrey 2004). 
o A value chain, which is narrower than a sector, traces the flow of competing products from 
the input stage to the final consumer (Nichter/Goldmark 2009: 1457). 
o “The value chain describes the full range of activities that firms and workers do to bring a 
product from its conception to its end use and beyond. This includes activities such as design, 
production, marketing, distribution and support to the final consumer. The activities that 
comprise a value chain can be contained within a single firm or divided among different firms. 
Value chain activities can produce goods or services, and can be contained within a single 
geographical location or spread over wider areas.”80 
 
These definitions make clear that value chains encompass a full range of activities and services to 
bring a product or service from its conception to sale in its final markets, whether local, national, 
regional or global, including suppliers, producers, processors and buyers, supported by a range of 
technical, business and financial service providers, as well as the enabling environment for the 
chain. Seen in this way, it also becomes clear that the competitiveness of products, services and 
firms does not only depend on the specific performance of single actors at a certain stage of a 
value chain, but is determined by the performance of all actors along and within a value chain and 
the interaction among them.  
Value chains are usually diagrammed to show the flow of goods and services, as well as the 
connections between the various actors. More complex and elaborated diagrams include not only 
the key actors in the chain (directly involved in the transformation process), but also support 
markets and services, as well as the national and global environment. The figure below represents 
simple generic value chain. 
                                            
79 Kaplinksy/Morris 2000: 4. 
80 This definition is taken from the Global Value Chain Initiative’s website: 
http://www.globalvaluechains.org/concepts.html [26th of February 2010]. 
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Figure 6: Generic value chain 
 
 
Source: Own compilation. 
 
Gereffi identifies four basic dimensions for the description of value chains:81  
o an input-output structure, understood as the tangible (raw materials, intermediary goods) and 
intangible (knowledge) flows linked together in the process of value creation; 
o geographical coverage, understood as the geographic concentration or dispersion of value 
chains across regions or countries and their effects on the distribution of return flows and 
regional development; 
o a governance structure, understood as authority and power relationships that determine the 
cooperation of firms, as well as how financial, material and human resources are distributed 
within a chain, introducing the key notions of entry barriers and chain coordination; 
o an institutional framework surrounding the chain, understood as the regulations for the 
interaction of chain segments in a national and international context. 
 
Concepts linked to that of “value chains”:82 
“Supply chains” and the analysis of them tend to cover more the logistical aspects of bringing a 
product from its conception to the final consumer and disposal, based on a supply push (rather 
than a demand pull in the case of value chains) and focusing primarily on costs and prices (see 
Barnes 2004: 2 for a comparison between supply and value chains). 
                                            
81 Gereffi/Korceniewicz 1994: 96-97. To be precise, these dimensions were introduced by Gereffi to describe the so-
called “global commodity chains” (a term introduced previously to that of “global value chains”, as will be elaborated 
later). These characteristics are taken up by others, such as Stamm 2004 and Gibbon/Ponte 2005. 
82 Concepts or approaches closely linked to those of business linkages and value chains, which are mentioned here, 
are described in more detail in the section 4.2.3. 
Input providers 
Producers 
Processors 
Wholesalers Exporters 
National retailers 
International 
retailers
Supporting markets 
and services 
 
(local and  
(inter-) national)  
 
Sector-specific 
service providers 
and actors 
 
Cross-cutting 
service providers 
and actors 
 
Financial service 
providers 
 
Policy and law-
makers 
 
 
Final consumers 
 77
The term “commodity” is usually used to describe a standardised good with clearly defined 
product characteristics that is traded on anonymous markets, with price being the primary 
criterion for competition (Stamm 2004: 9). Therefore, the term “commodity chain” can be 
considered to cover less complex goods and services as the term “value chain”. 
In “global production networks”83, large corporations of industrialised countries dominate the 
exchange of goods. These firms have often withdrawn from performing their own manufacturing, 
being engaged in vertically disintegrated agglomerations of economic activities in different 
countries, rather than organising their production in a series of individual investments, globally 
sourcing work and specific resources. According to the global production network concept, the most 
important motive for firms to establish such networks was access to flexible, specialised suppliers in 
countries with low costs (Stamm 2004: 13). The literature on global production networks deals with 
issues such as upgrading, appropriation of rents in the chain, barriers to entry and governance 
structure, similarly to that of global value chains (Brach/Kappel 2009: 9). The term is, however, 
somewhat confusing and not capturing the whole complexity, with production only referring to the 
transformation of inputs or raw materials, and the use of the term network also not being very clear 
with most of the interest related to the vertical dimension of relationships (Stamm 2004: 10).  
 
4.2.2. Types of value chains and issues of governance 
 
As mentioned above, the governance structure of a value chain is one of its defining 
characteristics. “A chain without governance would just be a string of market relations”84.  
The concept of governance in value chains refers to the inter-firm relationships and institutional 
mechanisms through which non-market coordination of activities in the chain is achieved through 
the setting and enforcement of product and process parameters to be met by actors in the chain 
(Humphrey/Schmitz 2002: 3). When this happens, governance structures may be required to 
transmit information about parameters and enforce compliance (Humphrey/Schmitz 2002: 7).  
Governance of a value chains encompasses four stages:85 
o setting rules 
o supporting other actors in order to facilitate compliance/adherence with the rules 
o monitoring adherence to the rules 
o imposing sanctions or punishment for violation of rules. 
Opinions differ whether individual firms or several actors set the parameters. 
 
                                            
83 See Ernst 2000, Ernst/Kim 2002 and Henderson et al. 2002 for more details on global production networks. 
84 Humphrey/Schmitz 2002: 4. 
85 Kaplinsky/Morris 2001: 67-73, Stamm 2004: 21, Brach/Kappel 2009: 9. 
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In earlier works, a distinction was made between producer-driven and buyer-driven chains.86 
Producer-driven chains are controlled by large, mostly transnational, firms and characterised by 
high-technology and capital-intensive production facilities: typical sectors mentioned as examples 
in the literature are the automotive industry, aviation, computers, machine building. 
Manufacturers are the governors of these value chains and routine activities are outsourced to 
networks of suppliers and distributors whose profits are being squeezed by the core manufacturers 
(Altenburg 2007: 12). The lead firms dominate both the upstream supplier relationships and the 
downstream linkages to the sale of goods (Stamm 2004: 16). The specific barriers to entry lie in 
the comprehensive and technology-intensive investments needed in the production sphere. These 
chains may consist of thousands of companies, with the lead firm handling the largest part of the 
capital-intensive production and subordinate firms manufacturing more labour-intensive or 
standardised parts (Brach/Kappel 2009: 9). 
Buyer-driven chains have low entry barriers to production due to the common labour-intensive 
production. Typical sectors mentioned include garments, shoes, toys, and entertainment 
electronics. These are typically labour-intensive production chains where producers hold a 
subordinate position to the lead firm, while the lead firm produces the design and organises the 
marketing, therefore controlling the upstream links in the value chain. Ownership of brand 
reputation or market access through retail systems is the strategic asset that is difficult to 
replicate: it is international brand name and retailing companies (buyers) who define the rules of 
the game in these industries and appropriate the largest share of the gains from the respective 
production (Altenburg 2007: 12). The decentralised production networks are predominantly 
located in developing and transition countries since the entry barriers are relatively low, with lead 
firms often not having any production facilities of their own (Brach/Kappel 2009: 9).  
 
This classification divides sector-specific governance patterns into two basic categories, but is 
rather simplistic and rigid. Empirical studies have shown that not all value chains show such 
clearly distributed power relations and that there are cases were an explicit lead firm cannot 
even be identified. Furthermore, the asserted close relationship between capital-intensity and 
technological advancement does not hold in detail (Raikes/Jensen/Ponte 2000: 22). 
 
As mentioned before, value chains are controlled by specifying different parameters:87  
o product parameters (what is to be produced) define the products to be produced, both in 
broad conception and detailed specifications. Their importance grows with rising 
diversification of markets and more complex, internationally distributed production processes. 
But also in less complex value chains, rapidly changing product characteristics determine the 
marketeability of a good. These are introduced when there is a need for customised 
components/products and when the buyer has a better understanding of the market demand 
than the producer; 
                                            
86 This distinction was introduced by Gereffi within the framework of global commodity chains (Gereffi 1994). 
87 See Humphrey/Schmitz 2002: 24-25, and Stamm 2004: 20. 
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o process parameters (how it is to be produced) involve the definition of production processes, 
which can include elements such as technology to be used, quality systems, labour and 
environmental standards. These standards88 are specified along the chain to contain risks 
arising from potential failure of the supplier to meet the commitments, but also increasingly 
satisfy specific customer preferences;  
o logistics parameters (when it is to be produced and how much is to be produced) determine 
the physical product flow, detailing how much of a good is to be produced when and how the 
physical flow of goods is to be handled. These are important due to the increasingly complex 
organisation of production processes and are set when there is a degree of task complexity 
and/or time pressure that requires coordination of tasks across firms. 
To these parameters one might add the price. Usually prices are treated as variables determined 
by the market, but often it is common that customers ask their suppliers to design products and 
processes in order to meet a given target price (Humphrey/Schmitz 2002: 7). 
There are two main reasons why the various types of parameters are defined in value chains: 
product definition and risk of supplier failure in terms of quality, response time and reliability of 
delivery (Schmitz 2006: 548). Product and process parameters can also be set by agents 
outside/external to the chain, such as government agencies and international organisations 
(Humphrey/Schmitz 2002: 8). Compliance with product parameters can usually be monitored and 
enforced through inspection and testing, while the monitoring and enforcement of process 
standards is more complicated.89  
 
Building on the well-known distinction among markets, networks and hierarchies in organisation 
theory, Humphrey/Schmitz identified four major governance patterns within (especially global) 
value chains:90 
o arm’s length market relations, in which buyer and supplier do not establish close relationships 
because the product is standardised and the buyer’s requirements can be satisfied by 
purchasing from any of a range of firms. Enterprises deal with each other in market-based, 
arms-length, price-based transactions in these chains; 
o networks, in which firms cooperate in a close and even relationship to divide functions among 
themselves. Buyers may set certain product or process standards, but are confident that the 
suppliers will (figure out how to) meet them. This relationship is characterised by balanced 
governance: enterprises have complementary competencies and share them and there is 
reciprocal dependence (Downing et al. 2006: 12);  
o quasi-hierarchy, in which one firm exercises a high degree of control over others in the value 
chain, often specifying product characteristics, and sometimes also specifying the processes to 
be followed and the control mechanisms to be enforced, implying some doubts about the 
                                            
88 Important standards are, for example: ISO 9000 (quality systems), HACCP and EUREPGAP in the food industry; 
ISO 14000 (environmental standards) and SA 8000 (social standards).  
89 See Humphrey/Schmitz 2002: 10-13, for a discussion on how firms can ensure that parameters can be met. They 
also highlight that parameter setting and enforcement may be split among lead firms and external agents, suggesting 
four possible combinations of parameter setting and enforcement (Humphrey/Schmitz 2002: 12). 
90 This description is based on Humphrey/Schmitz 2002: 25-26, unless indicated otherwise. 
 80
competence of suppliers in the chain (risk of performance failure by supplier). These chains 
are characterised by directed governance: the lead firm sets the parameters under which 
others in the chain operate, not only over its direct suppliers but also further along the chain 
(Downing et al. 2006: 12). This is typical in buyer-driven value chains; 
o hierarchy, in which a lead firm acquires direct ownership of operations in the value chain, 
making them subsidiaries, with the result that enterprises are vertically integrated. 
 
Gereffi/Humphrey/Sturgeon distinguish the following intermediate forms of governance:91  
o markets: spot or repeated market-type interfirm links are characterised by low informational 
complexity, ease of codification of information, high supplier capabilities and both parties’ 
costs of switching to new partners being low;  
o modular value chains: develop for products that demonstrate a modular architecture, i.e. 
elements of these products are produced largely independently or separately of each other 
and are assembled on the basis of standardised interfaces (Stamm 2004: 24). The suppliers 
manufacture customised products according to the more or less detailed 
instructions/specifications of the purchaser, but maintain full responsibility of the processes 
and technologies employed. “Turn-key suppliers” use generic machinery that limits 
transaction-specific investments, and make capital outlays for components and materials on 
behalf of customers. These inter-firm links involve somewhat more specialised suppliers who 
finance part of production on the part of the customer, but whose technology is sufficiently 
generic to allow its use by a broad customer base; 
o relational value chains, with a predominance of complex interaction between buyers and 
sellers that often lead to a high degree of mutual interdependence and high levels of asset 
specificity. The function of such chains is often based on reputation or promoted through 
reciprocal trust and close social ties, such as family and ethnic ties. These relationships can be 
supported by geographic proximity, but this connection is by no way mandatory; 
o captive value chains,92 where the smaller suppliers are transactionally dependent to a great 
extent on much larger buyers and switching to other buyers would incur prohibitive costs. The 
term subsumes the buyer-driven and producer-driven chains originally distinguished by Gereffi 
(Stamm 2004: 25). Suppliers face a one-way dependency and significant switching costs and 
are, therefore, “captive”. These chains often include a high degree of monitoring and control 
by lead firms; 
o hierarchy, characterised by vertical integration, with the dominant form of governance is 
managerial control, flowing from managers to subordinates, or from headquarters to 
subsidiaries and affiliates. 
 
                                            
91 This distinction is very much linked to that proposed by Humphrey/Schmitz a bit earlier. Where not indicated 
otherwise, the description of each type is based on Gereffi et al. 2005: 83-84. 
92 These largely correspond to the category of quasi-hierarchical value chains, introduced by Humphrey/Schmitz 
(Gereffi et al. 2005: 83). 
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Three aspects essentially determine which of the mentioned coordination forms prevails in a 
specific value chain:93  
o the complexity of the transaction: transaction costs are especially high when complex and 
customer-specific information and knowledge transfer is required to produce products in 
different firms that must coordinate their activities; 
o the extent to which coding of information and knowledge is possible and therefore, the 
extent to which it can be transmitted efficiently and without high transaction outlays; 
o the existing competence level of actual and potential suppliers in relation to the requirements 
of the transaction: the higher their capabilities are, the more likely it is that the lead firm will 
attempt to cut its own learning and delegate decisions to the upstream actors in the chain. 
 
Table 7: Key determinants of global value chain governance according to Gereffi et al. 
Governance type Complexity of transactions 
Ability to codify 
transactions 
Capabilities in the 
supply-base 
Degree of explicit 
coordination and 
power asymmetry 
Market Low  High High Low 
Modular High High High  
Relational High Low High  
Captive High High Low  
Hierarchy High Low Low High 
Source: Gereffi et al. 2005: 87.  
 
The table above summarises the following classification/description according to 
Gereffi/Humphrey/Sturgeon:94 
o market relations are dominant when transactions are easily codified, product specifications 
are simple and suppliers have the capability to produce without much input from buyers; 
o modular value chains arise when the ability to codify specifications extends to complex 
products and when suppliers have the capacity of using generic manufacturing competences to 
supply full packages and modules, lowering the need for buyers to monitor and control design 
and production processes; 
o relational value chains arise when product specifications cannot easily be codified, products 
are complex and supplier capabilities are high; this leads to the exchange of knowledge 
between buyers and suppliers within the framework of a certain degree of mutual dependence 
that may be regulated through reputation, social ties and/or proximity; 
o captive value chains arise when there is ability to codify complex product specifications, but 
the capability of suppliers is low; this leads to a higher degree of monitoring and intervention 
by the buyer and to a transactional dependence of the suppliers; 
o hierarchy appears when product specifications cannot be codified, products are complex and 
competent suppliers are not available; as a result, the buyer has to develop design and 
production skills in-house. 
                                            
93 See Gereffi et al. 2005: 85. 
94 See Gereffi et al. 2005: 86-87. 
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In this framework, as value chains move from market to hierarchy, the level of explicit 
coordination increases, and with it the power asymmetry among actors. The figure below 
summarises this notion. 
 
Figure 7: Global value chain governance types according to Gereffi et al. 
 
Source: Gereffi et al. 2005: 89.  
 
Gereffi/Humphrey/Sturgeon highlight the dynamic and overlapping nature of value chains. 
Governance patterns are not static or strictly associated with particular industries, nor are they 
monolithic; even in a particular industry in a particular place and time, governance patterns may 
vary from one stage of the chain to another (Gereffi et al. 2005: 96). Information complexity 
changes as lead firms seek to obtain more complex outputs and services from their supply-base. 
This can reduce the effective level of supplier capabilities as existing capabilities may not meet 
the new requirements or, alternatively, may increase the ability to codify transactions with 
reduced complexity. Within industries there is also a continuing tension between codification and 
the introduction of new technologies. Supplier competence may change over time: increase when 
suppliers learn, but fall again when buyers introduce new suppliers into the value chain, or new 
technologies are introduced, or as lead firms increase the requirements for existing suppliers. As 
standards, information technology, and the capabilities of suppliers improve, the modular form 
appears to be playing an increasingly central role in the global economy (Gereffi et al. 2005: 97). 
Taking relational networks as our starting point, a shift to modular – and perhaps eventually to 
market – forms can be expected as standards and codification schemes improve because more 
fluid value chains offer additional decreases in cost and risk (Gereffi et al. 2005: 97). In some 
 83
product categories, though, where integral product architecture makes it difficult to break the 
value chain, vertical integration may be the most competitive approach to value chain governance 
(Gereffi et al. 2005: 97).  
For the purpose of value chain promotion within international development cooperation, Stamm 
suggests the introduction of the four categories of value chains: local-traditional, local-globalised, 
global with high entry barriers, and global with low entry barriers (Stamm 2006: 6). 
According to Stamm, this categorisation is useful to depict the complexity of value chains and the 
different types of promotion instruments needed to address them. He highlights especially two 
developments: on the one hand, local markets in certain sectors are being increasingly influenced 
by global trends and standards, and on the other hand, certain markets (such as India and China) 
(still) have lower requirements to their suppliers than companies from OECD countries, which puts 
the common/customary association of local-traditional and global-more demanding value chains 
into question (see Stamm 2006). 
 
4.2.3. Approaches related to business linkages and value chains 
 
In the following, different “approaches” to value chains are presented, putting emphasis on 
linkage and chain concepts in development studies. See Raikes/Jensen/Ponte 2000, 
Kaplinsky/Morris 2000, Stamm 2004, Gibbon/Ponte 2005, McCormick 2007, and Altenburg 2007 for 
an overview of different origins. 
 
4.2.3.1 Linkages and late industrialisation 
Friedrich List was concerned with the industrialisation of late-comers in the 19th century and is 
best known for his arguments on infant industry protection. In his main work, first published in 
1841, he distinguishes five phases of economic development: the savage stage, the pastoral stage, 
the agricultural stage, the agricultural and manufacturing stage and the agricultural, 
manufacturing and commercial (services) stage (see List 1950). List highlighted that the state 
played a crucial role in achieving diversification and the emergence of new industries, therefore 
shaping a country’s economy and passing from one development stage to the next. The objective 
of the introduction of protective tariffs was the development of a well-balanced system/structure 
consisting of broad division of labour and linkages between different sectors in the economy. The 
protection of infant industries is essential to enhance the productive power of a nation with a low 
industrial base, leading to productivity and competence increases. Temporary and 
selective/targeted protection was seen by him as an instrument to achieve development, export 
expansion and ultimately free trade. According to List, division of labour (whether within a firm, 
among enterprises in the manufacturing sector or within a nation between different sectors) 
requires cooperation and coordination among individuals, as well as a sophisticated system of 
communication, infrastructure and transport at the national level (see Shafaeddin 2005: 48-49). 
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4.2.3.2 Backward and forward linkages  
According to A.O. Hirshman, investment in a (especially manufacturing) firm produces demand effects 
that induce subsequent investments (backward linkages) by input suppliers (e.g. in agricultural raw 
materials or intermediate goods). 95 Often, the output of the manufacturer can, in turn, be used as an 
input into another industrial activity. Thus, subsequent investments are also stimulated on the output 
side (forward linkages). This sequence of input-output effects leads to a process of industrialisation 
that is characterised by continually arising imbalances (unbalanced growth).96 Investment in strategic 
key sectors of the economy cause dynamic tensions, shortages and imbalances which call forth 
entrepreneurship and investment in other sectors (Szirmai 2005: 327). 
Hirshman’s and Perroux’97 work strongly influenced industrial and regional policies in the 1960s 
and 70s, when governments promoted heavy industries in order to trigger the development of 
forward linkages with processing industries. Also import substitution policies in developing 
countries built on Hirshman’s approach as they protected domestic production of consumer 
products as a way of creating a critical market size for the later development of backward 
linkages with suppliers of intermediate and capital goods. (Altenburg 2007: 9). 
 
4.2.3.3 Supply chain management 
Supply chain management comes from the management science literature and has linked the 
make-or-buy discussion to issues of locational choice and logistics. Concepts related to logistics 
such as just-in-time-delivery or efficient-customer-response emerged from this strand of 
management research (Altenburg 2007: 7-8) 
Giannakis/Croom/Slack provide an overview of the evolution of supply chain management 
paradigms (Giannakis et al. 2004). The different definitions alternately highlight the flow of goods 
from supplier through manufacturing and distribution chains to end-user, management techniques 
to deal with the planning and control of materials flow from suppliers through to end users, the 
management of network organisations involved in the process through upstream and downstream 
linkages. As theories that have influenced the supply chain management literature, the following 
are mentioned: systems theory, transaction cost economics, game theory, industrial network 
theories, literature on virtual organisations and e-business (see Giannakis et al. 2004). Supply 
chain management is concerned with a wide number of issues:98 
o strategic governance of the firm in the supply chain (make-or-buy decisions, vertical 
integration and boundaries of the firm, strategic returns from collaboration), 
o physical and financial characteristics of resource and logistics structures within and between 
organisations along the chain; decisions related to number, location, size of suppliers; 
evolution of buyer-seller relationships; scheduling of material flows along the chain; 
coordination of the operational processes of the involved actors, 
                                            
95 Hirshman 1958: 100-119. 
96 Stamm 2004: 10-11. 
97 Perroux proposed the notion of growth poles, which are large industries that generate external economies for 
other, related industries. See Altenburg 2007: 9, for a short description. 
98 Giannakis et al. 2004: 13-15. 
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o identifying and responding to customer and supplier behaviour; options in terms of customer 
and supplier management, 
o information networks in terms of their alignment and integration along the chain; contribution 
of inter-organisational information systems to supply chain performance and behaviour; 
creation and dissemination of knowledge among supply chain members. 
 
4.2.3.4 Porter’s value chain concept and diamond model 
The value chain approach is often associated with value chain analysis, a concept that was first 
described and popularised by Porter in a classic work in management science (see Porter 1985). 
Porter’s concept of “chain” is concerned with inter-firm matters and describes the stages that are 
necessary for the production, marketing and distribution of a product or service as a linear 
sequence. “The value chain disaggregates a firm into its strategically relevant activities in order 
to understand the behaviour of costs and the existing potential sources of differentiation. A firm 
gains competitive advantage by performing these strategically important activities more cheaply 
or better than its competitors.”99 Porter’s concept of value chain emphasises the interconnected 
and sequential nature of economic activity in which each link adds value in the process 
(Gibbon/Ponte 2005: 77). Studies in his tradition focus on “primary activities” (such as inbound 
logistics, production, outbound logistics, marketing, sales and services) and “support activities” 
(administrative infrastructure management, human resource management, technology (R&D) and 
procurement) within a value chain, as summarised in the figure below.  
 
Figure 8: Michael Porter’s value chain concept 
 
Source: Porter 1985.  
 
The value chain framework quickly made its way to the forefront of management thought as a 
heuristic instrument used in strategic planning, to facilitate the identification of the value that 
arises at the different stages, within a given firm or corporate network, to understand which in-
house and external steps their activities depend on and how they can improve their 
competitiveness by capturing more effectively those steps associated with the greatest generation 
                                            
99 Porter 1985: 33. 
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of value added. Porter largely disregards aspects of corporate power, the reciprocal influence of 
firms, the institutional as well as special context in which value chains are embedded. In line with 
the value chain of a single company, several companies form a “value system” in which the value 
chains of the individual companies are linked to each other. 
 
Another model developed by Porter is the diamond model, designed to study and explain the 
competitiveness of industries and locations (see Porter 1990). The approach looks at clusters of 
industries, where the competitiveness of one company is related to the performance of other 
companies and other factors tied together in the value-added chain, in customer-client relation, 
or in a local or regional context. Six factors are to be taken into account when analysing 
competitiveness: factor conditions; demand conditions in local markets; related and supporting 
industries; firm strategy, structure and rivalry; government interventions at local, regional, 
national or supranational level; chance events (see Porter 1990). Porter’s thesis is that these 
factors interact with each other to create conditions where innovation and improved 
competitiveness occurs. In his empirical studies, Porter highlights that, especially in advanced 
countries, competitive advantages cannot be explained by basic endowment factors, but rather by 
a range of location-specific conditions, especially linkages with related and supporting industries. 
He also emphasises the importance of local competition and specific demand conditions: fierce 
rivalry with strong competitors as well as extraordinary challenging home markets both drive 
innovation and create competitive advantages vis-à-vis other countries. Porter thus strongly 
underpins that the competitiveness at the firm level depends on its local embeddedness: it is 
Porter’s merit to have attracted attention to additional location-specific factors such as local 
demand patterns and rivalry (Altenburg 2007: 8). Porter’s diamond is also an important basis for 
the systemic competitiveness approach developed in Germany (see Esser et al. 1996). 
 
4.2.3.5 Francophone filière approach 
The approach was developed in the 1960s by French researchers who studied contract farming and 
vertical integration in agriculture. It was soon applied to export commodities of France’s former 
African colonies, such as cotton, rubber, coffee and cocoa. The filière tradition mostly focuses on 
local and national levels of the chain and how these are affected by public institutions; it has 
generally attached more importance to the technical side of the material flow than to the role 
and influence of social actors (except for the so-called “anthropological tradition”).100 The filière 
approach includes several different schools of thought (ranging from systems analysis, industrial 
organisation, (old and new) institutional economics, management science, Marxist economics to 
neo-classical welfare analysis) and is meant to provide a tool for use in down-to-earth applied 
research (Raikes et al. 2000: 15). 
In the simplest definition, the filière largely corresponds to the production chain, technically 
understood as the totality of production stages that extend from extraction of raw materials to 
                                            
100 Raikes et al. 2000: 21. 
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satisfaction of the needs of the consumer (Stamm 2004: 12). The entire cycle is disaggregated into 
segments, each of which consists of the three steps (input, transformation and output), with the 
interfaces between the segments representing potential markets: thus, a product or service would 
be potentially marketable at these points (Stamm 2004: 10).  
Raikes/Jensen/Ponte provide an overview of different traditions within the filière approach.101 In 
the empirical tradition, dominant from the beginning of filière analysis, the main objective is to 
map out actual commodity flows and identify agents and activities within a filière, which is 
viewed as a physical flow-chart of commodities and transformations. The quantitative tradition 
has mainly attempted to measure inputs and outputs, prices and value-added along a commodity 
chain, with a tendency to reduce competitiveness to production costs. The anthropological 
tradition, with inputs from the regulation and convention theory, focuses on markets and power, 
as well as issues of distribution and entry barriers. This group of researchers observed that 
conventions are necessary when price alone cannot evaluate quality. In this case, economic agents 
set up “quality conventions” that lead to four different forms or models of coordination: 
o domestic coordination, where the uncertainty about quality is solved through trust (long-term 
relationships between agents or use of private brands which increase the quality reputation of 
products), the definition of quality is resolved internally and the identity of a product is 
“guaranteed” or “institutionalised in the repetition of history” by its region or country of 
origin (i.e. Champagne, Swiss watches) or by a brand name; 
o industrial coordination, where uncertainty about quality is solved through the actions of an 
external party which determines common norms or standards and enforces them via 
instrument-based testing, inspection and certification; 
o market coordination, where the price is the main market management form and there is no 
uncertainty about quality and prices are sufficient indicators; 
o civic coordination, where there is collective commitment to avoid conflicts, and the identity 
of a product is often related to its impact upon society (i.e. fair trade coffee). 
Each of these forms of coordination implies asymmetries of information which benefit one group 
of participants over others. Different forms may exist side by side at the same time, even for the 
same product.  
 
4.2.3.6 Anglophone (global) commodity chain approach  
The notion of commodity chains comes from Hopkins/Wallerstein and is defined as a “network of 
labour and production processes whose end result is a finished commodity” (Hopkins/Wallerstein 
1994: 17). Hopkins/Wallerstein see all firms as being involved in commodity chains as either 
producers of inputs to others or users of inputs from others (Gibbon/Ponte 2005: 74). 
Hopkins/Wallerstein introduced the concept of commodity chain. The beginning of global 
                                            
101 See Raikes et al. 2000: 15-20, for an overview of the different research foci of the various schools, as described in 
the following. 
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commodity chain analysis as a relatively coherent paradigm can be traced back to a collection 
edited by Gereffi and Korzeniewicz102 and started to attract wide attention in the mid-1990s.  
The Anglophone global commodity chain analysis was developed by Gereffi and others from a 
political economy perspective of development (and underdevelopment), originally derived from 
world-system theory, itself an elaboration of the dependency theory103 (Raikes et al. 2000: 1). 
Global commodity chain analysis has been developed primarily for the analysis of industrial 
commodity chains, such as garments, footwear and automobiles: in this context, Gereffi 
introduced the distinction between global buyer- and producer-driven commodity chains (Gereffi 
1994). It provides a radically different view on international trade from conventional economic 
trade theory: the focus is on trade as an integrated system, made up of production and trade 
networks governed by internal key agents, also taking into account linkages and coordination with 
providers of business services and finance as well as the wider regulatory framework (Raikes et al. 
2000: 4). It seeks to conceptually capture international processes of unequal development within 
the framework of globalisation.104 It is the focus on the political economy that widely 
differentiates this approach from previous approaches such as supply chains, Porter’s value chain 
and the French filière approach (Stamm 2006: 4).  
 
4.2.3.7 Global value chains 
As mentioned above, Gereffi and others developed the “global commodity chains” framework in 
the 1990s, that tied the concept of value-added chain directly to the globalisation of industries, 
highlighting the importance of coordination across firm boundaries (Gereffi/Korceniewicz 1994). 
However, the global commodity chain framework did not adequately specify the variety of 
network forms that more recent field research has uncovered (Gereffi et al. 2005: 82). In recent 
years, the global commodity chain literature has abandoned the term “commodity” and has taken 
up that of “value chain” instead. The latter is thought to better capture a wider variety of 
products, some of which lack commodity features: as a result, the global commodity chain 
approach is now known as global value chain analysis (Gibbon/Ponte 2005: 77). As mentioned 
before, the concept of value chains had been known in the literature on industrial organisation 
and business management studies for a while. Building on the literature on global commodity 
chains, the global value chain literature placed more focus and elaborated more on the 
governance structure of value chains. Certain key actors, the so-called lead firms or “governors” 
of value chains, have the capability and power to define and impose parameters of contracts and 
subcontracts in their supply chain, while the subordinate supply chain partners tend to be in a 
much weaker bargaining position. It is Gereffi’s merit to have drawn attention to these issues of 
uneven power relations, barriers to entry and rents (Altenburg 2007: 11).  
 
                                            
102 Raikes et al. 2000: 3, Gibbon/Ponte 2005: 74. Reference is made to Gereffi/Korzeniewicz 1994. 
103 See Wallerstein 1974 and Hopkins/Wallerstein 1994. 
104 Examples are Kaplinsky 2000a and 2000b.  
 89
4.2.3.8 Value chains and space: local vs. global value chains 
In global capitalism, economic activity is not only international in scope, it is also global in 
organisation. “Internationalisation” refers to the geographic spread of economic activities across 
national boundaries, whereas “globalisation” is much more recent than internationalisation and 
implies functional integration and coordination of these internationally dispersed activities 
(Dicken 2003: 12). 
The evolution of global-scale industrial organisation affects not only the fortunes of firms and the 
structure of industries, but also how and why countries advance (or fail to advance) in the global 
economy. Global value chain research and policy work examines the different ways in which 
global production and distribution systems are integrated and the possibilities for firms in 
developing countries to enhance their position in global markets (Gereffi et al. 2005: 79). Global 
value chains are organisational structures that span international borders. Nonetheless, local and 
national structures and institutions also matter: research from various fields has provided insights 
into how the spatial and social propinquity of local industrial agglomerations work to buoy 
organisationally disaggregated and often highly innovative economic activities; national-level rules 
and institutions (such as in finance, corporate governance, education and training) profoundly 
affect the character of industries; studies have shown that many geographically rooted 
characteristics are carried abroad as foreign direct investment projects local and national models 
onto the global stage; one of the key findings of value chain studies is that access to developed 
country markets has become increasingly dependent on participating in global production 
networks led by firms based in developed countries (Gereffi et al. 2005: 98-100).  
However, value chain research has paid more attention to global compared to national or local 
value chains.105 Taking into account that establishing business linkages is a defining criterion for 
the difference between prosperous and lagging locations and regions, the trend towards increasing 
integration into global value chains more and more governed by global buyers, obliges policy-
makers to reorient local economic development and cluster initiatives towards linkage building 
with external markets. Altenburg holds that both academic research on clustering in developing 
countries and cluster promotion in the past have tended to exaggerate the local interactions and 
understate the role of external agents as facilitators of market access and innovation. Thus, it 
may be promising to combine linkage promotion with lead firms with policies of local and regional 
economic development and SME networking to support the mobilisation of local synergies and 
spillover effects (Altenburg 2007: 19).    
 
4.2.3.9 Networks and clusters 
During the 1970s and 1980s, industrial districts in Europe flourished and provided examples for small 
enterprise development. Especially the example of Italy is often cited to show how successful 
competition subsequently led to growth of (rather small-scale) businesses within industrial networks 
                                            
105 As mentioned in the introductory chapter, this study wants to take the theoretical framework of global value chain 
analysis as a basis and find out how it can be applied to micro-enterprises, i.e. firms operating in the continuum 
between formality and informality, predominantly in local markets. 
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and clusters. The debate continues over the extent to which the European experience can be used 
as a benchmark for similar developments elsewhere, and especially in developing countries.  
Numerous studies analyse local developments in industrial clusters, the “industrial divide”, 
relationships between cluster members and special location patterns, as well as the relationship 
between the state and the private sector, supporting facilities, environments and networks, 
highlighting the importance of trust and innovation.106  
Clusters are defined by geographic agglomeration and sectoral specialisation of enterprises 
(Schmitz 1995). In more advanced clusters, there are dense vertical and horizontal linkages. 
Extensive research on clusters has shown that firms that are part of them tend to perform better 
than spatially dispersed firms, due to what is called “joint action” and “collective efficiency” 
(Schmitz 1995, 1999 and 2004, and Schmitz/Nadvi 1999), with competition and cooperation 
driving innovation. This is determined by: forward and backward linkages between firms inside the 
cluster; intensive information exchange between firms, institutions and individuals; the existence 
of a local pool of skilled labour and the attraction of buyers; the existence of a diversified 
institutional infrastructure supporting the specific activities of the cluster; a socio-cultural 
identity made up of common values and the embeddedness of local actors in a local milieu which 
facilitates innovation and trust, all of which creates external economies and spill-over effects. 
(Altenburg 2007: 18). Schmitz and Nadvi argue that clusters contribute to industrialisation in two 
ways: by facilitating the mobilisation of human and financial resources, as well as by allowing 
ordinary business people to take “riskable steps”107 (Schmitz/Nadvi 1999: 1505-1507). However, 
McCormick has drawn the attention that the mere presence of enterprise agglomerations does not 
guarantee dynamic growth for MSEs in the African context (see McCormick 1999 and 2007). 
While clusters have a local focus, value chains, especially when talking about global ones, tend to 
look at bigger spatial aggregates. It is true, however, that important parts of value chains are 
often spatially concentrated. According to Gereffi/Humphrey/Sturgeon, agglomerations in the 
form of clusters and industrial networks are the places where the most relational portions of 
global value chains might be found (see Gereffi et al. 2005). 
The cluster concept highlights the embeddedness of firms in complex inter-firm relations and 
geographic proximity. The cluster literature draws attention to elements which are usually not 
addressed in value chain analysis, such as the role of socio-cultural milieus with shared values, the 
relevance of local labour pools, etc. (Altenburg 2007: 19). On the other hand, cluster research 
needs to take into account the fact that firms in (even remote) clusters and local relationships are 
often and increasingly influenced by actors in distant places and global linkages (see Schmitz 
2004, McCormick 2007). Combining both approaches can thus contribute to a better understanding 
of the sources of technological learning and upgrading opportunities, such as buyer-supplier 
relationships and other elements of the local milieu (Altenburg 2007: 19). Research shows that 
                                            
106 See Schmitz 1999 and 2004, Altenburg/Meyer-Stamer 1999, McCormick 1999, Krugman 1991 and 1996, 
Humphrey/Schmitz 2000 and 2002, Pietrobelli/Rabellotti 2004, Zeng 2006, Mndeme Musonda 2007, Oyelaran-
Oyeyinka/McCormick 2007, World Bank 2009a, as some examples. 
107 These involve small and incremental investments that allow firms to grow and develop over time. 
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value chain integration gains importance, while cluster coherence has a tendency to erode 
(Schmitz/Knorringa 2000, Altenburg 2007).  
 
4.2.3.10 National innovation systems 
Among others, Lundvall has developed the concept of national innovation systems, a holistic 
framework to describe the embeddedness of firms in networks, with two distinctive 
characteristics: its focus on innovation rather than production, and the emphasis on national 
rather than global systems.108 
A national innovation system is a system of actors (firms, organisations, government agencies, 
consumers/clients, universities, etc.) and (formal and informal) institutions (such as market 
conditions, public infrastructure and regulations, norms and values) that interact with each other 
in ways which enhance the innovation performance of a national economy (see Mytelka 2007). The 
main idea of the concept is that overall performance depends not only on how each individual 
actor performs, but also on the intensity and effectiveness of the interaction between knowledge-
using and knowledge-producing entities in knowledge generation, acquisition and use. It 
conceptualises interaction between three different levels: the internal organisation of firms; 
inter-firm relationships; and relationships between institutions and firms. Especially deepened 
division of labour in value chains often accelerates the accumulation of knowledge. Institutions 
providing and disseminating knowledge such as universities, vocational training schools, R&D labs, 
information gathering and analysis services, training systems, telecommunication networks, 
libraries, databases, technology transfer centers, etc., linked to businesses, are very important 
elements of a national innovation system (Mytelka 2007:43-44). Institutions also play an important 
role in reducing uncertainty in the political, legal and economic environment and in creating the 
incentives for local learning and innovation (Mytelka 2007:46). The focus on national systems 
reflects the fact that national economies differ with regard to the structure of their production 
systems and institutional setups and, therefore, with regard to their innovation activities (OECD 
1999: 21). However, as nation-states become more open to cross-border trade and investment 
relations, national innovation systems increasingly become subject to external influences (such as 
TNCs, international agreements, etc.) and should be viewed as open systems.109 In this regard the 
global value chain concept has made an important contribution to widening the research 
perspective (Altenburg 2007: 17). 
Humphrey/Schmitz stress that both the literature on industrial cluster and innovation systems 
regard local governance as fostering upgrading and competitiveness and as an essential 
complement to the incidental synergies arising from agglomeration: product and process 
upgrading are seen as being driven largely by firms and institutions within the cluster; functional 
upgrading is rarely given much attention, partly because it is assumed that all the relevant 
                                            
108 See Lundvall 1992 and Nelson 1993 as basic literature on National Innovation Systems. 
109 Altenburg 2007: 17, Mytelka 2007:46. 
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functions are already contained within the cluster, and divisions of labour between the cluster 
and outside agents are given relatively little attention (Humphrey/Schmitz 2002: 21). 
Clustering policy emphasises collective efficiency through joint action by firms to realise 
productive efficiency, while innovation policy emphasises learning through incremental technical 
change through capabilities built within firms and institutions (McCormick/Oyelaran-Oyeyinka 
2007: 4). Compared to the value chain concepts, the national innovation system approach takes a 
more comprehensive look at the dynamics of innovation and learning (Altenburg 2007: 16). 
Although the value chain literature frequently mentions different sources of knowledge-flows in 
chain relations and deals with different categories of value chain upgrading, the institutions 
underlying knowledge flows and technological learning are rarely analysed systematically and 
knowledge-creating and –transferring institutions outside the value chain (such as research 
institutions) are usually disregarded (Altenburg 2007: 16).  
 
 
4.3. The upgrading process 
 
4.3.1. Definition and types of upgrading 
 
Upgrading refers to the improvement of a firm’s competence level. To “upgrade” means to make 
better products, to make them more efficiently or to move into more skilled activities 
(Humphrey/Schmitz 2002: 18). 
In the value chain literature, “upgrading” is understood as the process that enables a firm to take 
on more value-intensive functions in the chain, make itself harder to replace and thus appropriate 
larger shares of the generated profits (Stamm 2004: 27).  
The concept of upgrading in the global value chain literature has been used to describe the 
possibility for (developing country) producers to “move up” the value chain, either by shifting to 
more rewarding functional positions or by making products that have more value added invested 
in them and that can provide better returns to producers (Gibbon/Ponte 2005: 88). In this 
context, upgrading is often discussed in relation to the question of how and what to do to increase 
the returns of individuals and firms in developing countries (McCormick 2007: 30). 
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The literature of global value chain analysis distinguishes four basic types of upgrading:110  
o product upgrading means moving into more sophisticated product lines with higher unit 
values; it is related to the process of improving old products or bringing new products to the 
market, i.e. moving into more sophisticated product lines with increasing value added; 
o process upgrading is related to transforming inputs into outputs more efficiently by 
reorganising the production process or introducing superior technology; it is related to 
increasing the efficiency of internal processes within a firm; 
o functional upgrading increases the overall skill content or value added of a firm’s activities by 
acquiring new functions or abandoning existing/old ones; it includes changing the mix of 
activities conducted within a firm or moving to other links in the value chain (Kaplinsky/Morris 
2001: 38); 
o chain upgrading is also called inter-sectoral upgrading and takes place when firms apply the 
competence acquired in a particular function of a chain or sector to move into a new sector; this 
may happen when barriers to entry throughout the chain are too low to allow firms to upgrade. 
 
The figure below shows the differences between the different types of upgrading. 
 
Figure 9: Different types of upgrading, within and across value chains 
 
 
 
Source: Own compilation, based on UNIDO 2004: 10. 
 
Without accepting chain membership and discipline, a firm cannot participate in learning 
processes from links with agents in more advanced segments of the chain which is necessary in 
                                            
110 The description of the four types of upgrading is based on Humphrey/Schmitz 2002: 19, unless indicated 
otherwise. Innovation, as defined by Schumpeter, is a concept that is closely related to that of upgrading. 
Schumpeter defines innovation as the “carrying out of new combinations”, which he divides into five different types: 
the introduction of a new product, the introduction of a new method or process of production, the opening of a new 
market, the opening of a new source of supply and the carrying out of a new organisation of an industry (see 
Schumpeter 1935). Kaplinsky/Morris distinguish the two concepts by saying that simply innovating may not be 
enough to upgrade to enhance a firm’s position within a value chain: if the rate of innovation is slower than that of the 
competitors, the result may be declining value added and market shares and even immiserising growth 
(Kaplinsky/Morris 2001: 37). Morrison/Pietrobelli/Rabellotti point out a contradiction in logic: upgrading is often used 
as a synonym for innovation and, at the same time, as a result of the innovation process (Morrison et al. 2008). 
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order to move itself into higher-skill and higher value-added sections of the chain – or preferred 
status within a given section of a chain (Gereffi 1999: 39, Raikes et al. 2000: 4). 
 
4.3.2 Connections between business linkages, upgrading and growth of enterprises 
 
Overall, the participation in (global) value chains is seen as a way to upgrade the capabilities of 
domestic MSMEs. The literature seems to suggest that there is a certain order in an “upgrading 
path”: firms first upgrade their processes in order to become competitive, then move into product 
upgrading, followed by functional upgrading, with the final step being chain upgrading (McCormick 
2007: 31). Since the appropriation of rents has generally shifted from production to activities 
outside production such as design, product development, branding and marketing, moving to other 
links in the chain characterised by a higher level of value added (functional upgrading) is surely a 
good way for local firms to upgrade. Functional upgrading has received considerable attention, 
probably because it seems to offer producers in poor countries an immediate possibility of higher 
returns (McCormick 2007: 31). However, there is no agreement on the prospects for functional 
upgrading among researchers: some regard the process as open-ended, while others have 
identified blockages such as buyer power and resistance, as well as resource requirements and the 
discontinuous leap required to move from production to design, branding and marketing. The 
latter two have been particularly difficult, whereas advances into design have been more common 
(Schmitz 2006: 559). While upgrading in the sphere of production is often possible in small steps, 
in particular where clustering facilitates specialisation and the coordination of upgrading efforts, 
bigger steps are required for functional upgrading (Schmitz 2006: 558). 
 
According to Kaplinsky/Morris, two main paths exist for MSME insertion into the global economy:111  
o the low road, described as a path of “immiserising growth”, which occurs when, despite an 
increase in their economic activity, a firms’ returns decrease. Empirical evidence shows that 
many firms are worse off than before after expanding their participation in global markets: 
the underlying problem is that in those cases firms often specialise in highly competitive 
markets, frequently in activities with low levels of value added, with relatively low barriers of 
entry, where firms easily find themselves in vulnerable positions with their returns subject to 
erosion in a sort of “race to the bottom”. 
o the high road: there are examples of firms, regions and countries performing activities in links 
of the chain with higher levels of value added, which reduces their vulnerability. The logic is 
that producers must either increase the skills content of their activities and/or move into 
market niches that have entry barriers and are therefore insulated to some extent from the 
downward pressure on prices (Humphrey/Schmitz 2002: 19). 
 
Process and product upgrading are less likely to offer a bigger share of value chain returns. As 
experience shows, even if firms upgrade in these areas, if they remain specialised in those links in 
                                            
111 See Kaplinksy/Morris 2000. 
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the value chain that are subject to fierce competition, there is a high risk that this concentration 
will lead to “immiserising growth” (UNCTAD 2005: 12-13). Nevertheless, process and product 
upgrading are to be regarded as the necessary conditions for remaining competitive or extending 
participation in the global economy and can be seen as stepping stones for further upgrading in a 
value chain system. The challenge for businesses within value chains is to determine how and 
where to position themselves so as to best reap the benefits of the chain they are part of. A key 
capability in this respect is the capacity to continuously realise improvements and innovate, and 
that at a faster rate than competitors (Kaplinsky/Morris 2000: 37). In the case of mass 
subcontractors, MSMEs are constantly struggling to keep access to the final customer and are often 
caught out by cost-reducing and standard-upgrading efforts initiated by lead firms. In the case of 
niche suppliers or of small producers of very specialised know-how or equipment, MSMEs are under 
pressure to preserve their knowledge through intellectual property protection and to innovate 
continuously to maintain a few strategic partnerships. 
 
Riisgaard et al. define upgrading as “a positive or desirable change in chain participation that 
enhances rewards and/or reduces the exposure to risks”112, with rewards and risks not only 
defined in financial/monetary terms, but also in relation to environment, poverty alleviation and 
gender equity. Understanding upgrading as a process of reaching a “better deal”, balancing 
rewards and risks of alternative business strategies, does away with the implicit assumption or 
expectation that firms move towards higher value-added products and/or take on more 
sophisticated functions along a value chain, opening up the possibility of “downgrading”.113  
 
As previously mentioned, the interactions between actors within a value chain are not purely 
market-based and also not unidirectional. The nature of the relationships among value chain 
participants determine the patterns of learning, as well as the scale and scope of benefits 
accruing to various participants in the value chain. Relationships, learning and benefits together 
determine the ability of firms to upgrade in terms of product, process or value chain function 
(Downing et al. 2006: 10).  
 
As a result of learning processes, firms are able to improve their position in the value chain. 
There are different kinds of learning processes that can be distinguished in global value chains:114 
o targeted partner promotion and deliberate knowledge transfer: the lead firm actively 
transfers specific knowledge and promotes the competencies of suppliers as part of its value 
chain governance; this is done with the goal of linking the flexibility advantages of outsourcing 
non-core competencies with a guaranteed supply of high quality intermediate products; also 
the necessary enforcement of increasingly important standards leads to learning processes 
along the value chain (Altenburg 2000b and 2006, Kaplinsky/Readman 2001) 
                                            
112 Riisgaard et al. 2008: 7. 
113 See Ponte/Ewert 2009 for a discussion of the phenomenon of downgrading. 
114 The following enumeration is mainly based on Stamm 2004: 26. Studies on technological and organisational 
learning are still not very common in the extensive value chain literature. Most findings are from studies that analyse 
linkages between TNCs and SMEs in developing countries, such as Altenburg 2000b (Stamm 2004: 26). 
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o unplanned or unintended spillovers in formal partnerships: lead firms might enter 
development partnerships with suppliers in developing countries and, at times, with local R&D 
institutions in order to adapt international technologies to local conditions, for example; in 
these cases, unplanned technological and knowledge spillover effects as well as spin-off 
effects115 may result, in addition to the intended direct learning and upgrading processes 
(Krugman 1996, Altenburg 2000b and 2006) 
o demonstration effects: by way of demonstration effects and learning by observing, the firms 
at the lower end of the value chain can acquire skills and knowledge that are still considered 
part of the core competencies of lead firms; however, they would have to make specific 
investments that would be sunken costs if they were outside of the value chain (Altenburg 
2000b and 2006, Brach/Kappel 2009: 12). 
 
Lead firms are unlikely to incur costs of capacity development of business partners unless this is 
indispensable. Lead firms will only engage in deliberate knowledge transfer to the benefit of 
business partners in the following cases: the required product is currently unavailable, vertical 
integration is not efficient, the lead firm has relevant expertise to offer, the lead firm is able to 
appropriate the gains of its investment in knowledge transfer (mainly in captive value chains), and 
there is no risk that the supported partner upgrades to the extent that he/she can challenge the 
lead firm’s competitive advantage (see Altenburg 2006: 514). 
 
Brach/Kappel assert that the technological capacities in value chains have not yet been explicitly 
researched and systematically integrated into theory, simply being named as important 
components or implicitly considered in corresponding assumptions (Brach/Kappel 2009: 6). 
According to them, the following issues exist: the concept of upgrading remains relatively vague; 
the transfer of technology and knowledge and its effectiveness is usually regarded as exogenously 
given for local SMEs; it is normally suggested that the governance structure of a value chain and 
the strategy of a value chain’s lead firm determine the extent and direction of technology and 
knowledge transfer.116 
 
Another important factor influencing a firm’s ability to upgrade is the distribution of financial 
returns within value chains, also determined by the type of relationships predominant in the 
chain. Kaplinsky/Morris define three kinds of rents (Kaplinsky/Morris 2000: 80-81): 
o rents constructed by the firm, resulting from targeted activity at the firm level such as the 
ability to employ specialised technologies, better qualified personnel or specific marketing 
competencies; 
o rents constructed by the chain, resulting from changed interaction among the actors in the 
value chain and improved synergies; 
                                            
115 In this context, spillover means unplanned learning effect through third actors; spin-off means unplanned, 
commercially applicable results from R&D work (Altenburg 2000b, Stamm 2004: 26). 
116 Brach/Kappel 2009: 17. 
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o rents accruing from external factors, such as resources and raw materials, policies and 
infrastructure. 
 
The distribution of income along the value chain depends on many variables, among them scarcity 
and barriers to entry (see Kaplinsky/Morris 2000 for a description). Scarcity leads to rents (often 
defined as profit margins) that are greater than an average rate (which ultimately can only be 
determined theoretically). Barriers to entry at the individual stages determine to a considerable 
extent the way in which the appropriation of rents changes over time: actors in segments with low 
barriers to entry are subject to intense competition and often can only survive in the market 
through a low-price policy; in contrast, actors in segments with high barriers to entry can limit the 
competitive pressure and thus safeguard their margins. Basically it is true that the higher the 
barriers to entry, the higher are also the profit margins. Also at the upper end of the value chain, 
specific constellations can decisively influence the allocation of rents to various actors. Although 
there are high barriers to entry in branding and distribution logistics, oligopolistic competition can 
also lead to a drastic reduction in the margins prevailing in a market: then the rents shift, finally, 
from the lead firms of the value chain to the consumers (Stamm 2004: 28-29). 
 
4.3.3 Factors influencing the upgrading and growth processes of MSEs 
 
As can be seen from the above, upgrading is a complex process and MSMEs do not always solely 
depend on themselves in it, especially in value chains governed by lead firms. Since areas that 
allow for substantial rent appropriation are mostly domains that are highly protected by large and 
powerful global buyers, it can be difficult for MSMEs to access these activities (Kaplinsky 2000a). 
Both the absorptive and productive capacities of MSMEs are strongly dependent on interactions 
with firms’ environment. The negotiating power of MSMEs and the related challenges vary 
substantially, depending on their position and specialisation within the chain. Therefore, firms’ 
abilities to achieve the various forms of upgrading depend in part on their position within the 
chain and the governance system that applies to them, since these factors help to shape the 
incentives that firms face. 
 
Key attributes of value chains that may influence MSE growth include:117  
o nature of the demand, which may include the following issues: 
• not only the volume of the end market demand (whether local, regional or 
international), but also the type of goods demanded, is important; 
• the existence of sophisticated or demanding consumers in local markets as an 
indicators to predict whether a firm is likely to access higher margins and value-added 
functions associated with international high-end market segments; 
                                            
117 This enumeration build on Nichter/Goldmark 2009: 1458. Some of these factors have already been discussed in 
the previous chapter, as constraints that MSEs usually face. 
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• pathways to growth may be blocked in cases when MSEs do not interact directly with 
developed country firms, but rather act as subcontractors to large developing country 
manufacturers, which is quite common (see Nadvi 1995 and Carr/Chen 2004);  
o sectoral and industry characteristics that bode well for MSE participation in value chains are 
seasonal activities, low capital requirements, relative labour intensiveness, non-repetitive 
processes, small production volumes; 
o governance structure and power relationships: the organisation of the value chain and 
especially the inter-firm relationships and power dynamics, the substitutability of partners, 
the integration of the firm in relationships that promote collective learning processes and that 
enable the firm to tap assets (such as technological know-how and advisory services) that it 
cannot produce itself (see Stamm 2004, Pietrobelli/Rabellotti 2004, Gereffi et al. 2005). 
 
Humphrey and Schmitz compare the literature on global value chains and clusters, coming to the 
result that they suggest quite distinct upgrading opportunities and trajectories for firms in 
developing countries, although both emphasise the importance of upgrading to sustain incomes in 
the face of increasing competition in global markets. The table below provides a summary. 
 
Table 8: A comparison of governance and upgrading in clusters and value chains 
 Clusters Value Chains 
Governance within 
the locality 
Strong local governance characterised by 
close inter-firm cooperation and active 
private and public institutions. 
Not discussed. Local inter-firm cooperation 
and government policy largely ignored. 
Relations with the 
external world 
External relations not theorised or 
assumed (by default) to be based on 
arm’s length transactions. 
Strong governance within the chain. 
International trade increasingly managed 
through inter-firm networks. 
Upgrading 
Emphasis on incremental upgrading 
(learning by doing) and the spread of 
innovations through interactions within 
the cluster. For major upgrading 
initiatives, local innovation centres play 
an important role. 
Incremental upgrading made possible 
through learning by doing and the allocation 
of new tasks by the chain’s lead firm. 
Discontinuous upgrading made possible by 
“organisational succession” allowing entry 
into more complex value chains. 
Key competitive 
challenge 
Promoting collective efficiency through 
interactions within the cluster. 
Gaining access to chains and developing 
linkages with major customers. 
Source: Humphrey/Schmitz 2002: 22.  
 
The cluster literature emphasises the importance of local-level governance and the role of 
incremental upgrading through inter-firm interaction and cooperation and local institutions. Even 
the resources for product and functional upgrading are seen mainly to come from within the 
locality. Links with the external world are frequently acknowledged, but weekly theorised, 
presenting competitive challenges that must be met through improved organisation and effort 
within the cluster (Humphrey/Schmitz 2002: 23).  
The value chain literature emphasises cross-border linkages between firms in global production 
and distribution systems rather than local linkages (Gereffi/Korzeniewicz 1994, 
Humphrey/Schmitz 2002). It highlights that local producers learn from global buyers how to 
improve their production processes, attain consistent and high quality and increase the speed of 
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response: this upgrading effect is thought to be particularly significant for local producers new to 
the global market. Gereffi attributes product upgrading to “organisational succession”, a process 
by which manufacturers start producing for buyers catering for the low end of the market and 
then move up to buyers targeting more sophisticated market segments (Gereffi 1999, 
Humphrey/Schmitz 2002: 21). There are different views about functional upgrading in value 
chains, though: the most optimistic view is that of Gereffi, based on his research in the garment 
chain, concluding that producers have good prospects for upgrading within production and 
subsequently into design, marketing and branding as a consequence of a combination of “learning 
by exporting” and “organisational succession”; while other researchers, such as Bell, are more 
pessimistic, agreeing that the move from assembling imported products to taking care of the 
entire production process including the sourcing of inputs is possible, but saying that then moving 
to design of products sold under brands of other firms and finally to the sale of their own 
merchandise in internal and external markets is not to be taken for granted (Humphrey/Schmitz 
2002: 22). Research on the global footwear industry suggests that power relations may inhibit 
upgrading and limit knowledge flows within the chain, with global buyers discouraging, if not 
obstructing, design, marketing and branding by local producers, the buyers’ core competence 
(Schmitz/Knorringa 2000). Overall, upgrading occurs as a result of learning by exporting, buyer 
promotion of the capabilities of developing country producers or by entering value chains with 
more demanding customers: the knowledge required for upgrading flows down the chain and 
customers are the most important source of knowledge about processes and standards 
(Humphrey/Schmitz 2002: 23). 
Humphrey/Schmitz use the different types of governance to describe the power dynamics 
between those who govern the chain and less powerful participants:118  
o quasi-hierarchical value chains enable developing country firms to upgrade their products and 
processes, but offer little opportunity for functional upgrading;  
o in chains characterised by market-based relationships product and process upgrading tends to 
be slower (not fostered by global buyers), but the road to functional upgrading is more open;  
o chains characterised by even networks offer ideal upgrading conditions but are the least likely 
for developing country producers because of the high level of (complementary) competences 
required.  
A central proposition of global value chain analysis is that the development prospects for local 
producers vary with the way chains are organised, i.e. chain governance (Schmitz 2006: 548).  
The integration in global captive chains is often a double-edged sword: on the one hand it 
facilitates inclusion and rapid enhancement of product and process capabilities and enables 
developing country firms to export into markets which would otherwise be difficult to penetrate; 
on the other hand it can lead to producers being tied into relationships that prevent functional 
upgrading and leave them dependent on a small number of powerful customers that provide 
assistance when they perceive a risk of supplier failure (Schmitz 2006: 566). This need not last, 
                                            
118 These are understood as a continuum from market-based transactions to vertical integration. See 
Humphrey/Schmitz 2000: 22-27, Humphrey/Schmitz 2002: 28. 
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however, since chain governance is a dynamic process and power is relational, i.e. the exercise of 
power by one party depends on the powerlessness of other parties in the chain: where investment 
is made by producers to acquire new capabilities, there can be a way of breaking the captive 
relationship by using the knowledge acquired in supplying the main global buyer for supplying 
other (probably smaller) markets in which relationships with customers are more symmetrical 
(Schmitz 2006: 566).  
In market-based chains,119 where products are standard and the buyers are design “takers”, 
producers experience neither support nor blockages to upgrading. Advances in functional 
upgrading seem to be facilitated by dealing with smaller rather than large customers. However, 
local producers do not necessarily make the investment required for functional upgrading, 
something that value chain analysis cannot explain why it happens in some cases and not in 
others. In market-based relationships, firms are unlikely to be locked into the production 
function, a “freedom” that comes at a cost: the producers themselves need to invest in design, 
branding and marketing, and the sums involved are often bigger than for process and product 
upgrading. Large firms can make the leap on their own, small firms find this much more difficult 
and often rely on collective initiatives.  
Progress in product and process upgrading is relatively fast in the framework of global value 
chains, while progress in non-production activities is rather slow. Schmitz highlights that 
comparisons with national value chains shows a surprising finding: studies from India and Brazil 
show that firms specialising in the national market are more likely to develop their own designs, 
brands and marketing channels; having acquired these capabilities in the national market, they 
then begin to break into markets of neighbouring countries and other parts of the world (Schmitz 
2006: 568). The lesson from these cases is not clear, however: is the key difference between 
national and global value chains or between captive and even relationships? In national markets, 
captive relationships have been less common, giving local producers more space to develop their 
own products rather than produce to somebody else’s specification. But is this changing? Perhaps 
captive chains are becoming more common within developing countries given that retailing is 
becoming more concentrated. An interesting question arises from this: are the patterns of chain 
governance observed globally beginning to be reproduced within developing countries and are the 
upgrading implications similar to those observed in global value chains? (Schmitz 2006: 568) 
Which form the relationship (or the future/new relationship in the case of upgrading) takes and 
how far the process of functional upgrading can go depends on the type of buyer and the ability of 
producers to make (individually or collectively) the required investment (Humphrey/Schmitz 2002: 
31). In the innovation literature, the investment requirements in the sphere of production, 
especially related to technical change, are often emphasised. Often these are indeed very high, 
however, in labour-intensive products typically exported by developing countries, the biggest 
entry barriers are in the sphere of marketing and branding. It is reasonable to assume that the 
greater the leap in upgrading, the less likely it is that firms can use knowledge acquired in 
                                            
119 See Schmitz 2006: 559-561 for a description of upgrading in market-based or arm’s-length relationships. 
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linkages. Therefore they will have to rely to a greater extent on local and national sources of 
innovation. In particular inter-sectoral upgrading, which involves the switch of firms from one 
sector to another, would seem to depend heavily on local and national systems of innovation 
(Humphrey/Schmitz 2002: 31).  
 
One of the consequences of the emphasis on relationships between firms and/or institutions in the 
debates on industrial clusters, innovation systems and value chains is that it crowds out the 
concern with what goes on inside the firm (Humphrey/Schmitz 2002: 30). There is an assumption 
that firms/managers have the capabilities and competencies of adapting to changing situations 
and serving different markets or value chains. This is an argument in support of ODA, and 
especially in the form of technical assistance, needs to come in to support micro-enterprises and 
SMEs in developing countries in building their capabilities and competencies. 
 
However, some development agencies define “upgrading” in a very broad sense: 
o the GTZ manual “Value Links” for example reads: “upgrading denotes the development path 
of a value chain”120; 
o UNIDO using the term upgrading to refer to both the enterprise and industry levels: “It is a 
continuous process designed to prepare and adapt enterprises and their environment to the 
requirements of free trade. For industries and enterprises it involves two goals: 
competitiveness in terms of price, quality and innovation; ability to follow and assimilate the 
development of technologies and markets.”121 
 
Such broad definitions do not contribute to clarity in terms of what the “value chain approach” 
actually entails, since terms and concepts are broadened and applied to arbitrary categories and 
levels.  
It is noted, however, that, whenever public and donor institutions are involved in the promotion 
of value chains, reference is usually made to the support of upgrading strategies of private 
companies that (should) at the same time generate public benefit. 
 
 
4.4. The “value chain approach”: a new field in development cooperation?  
 
In the last couple of years (more or less since the year 2000), “value chain promotion” has become 
a field of great interest for actors in bilateral and multilateral development cooperation. A lot of 
(intuitively almost all) bilateral and multilateral donors, as well as NGOs, have started to 
implement so-called “value chain programmes or projects” and several courses have been set up 
by them and/or connected consulting companies to train “practitioners” in applying the so-called 
“value chain approach”. The DCED has set up a Working Group on Linkages and Value Chains, 
                                            
120 GTZ 2007b, module 3. 
121 UNIDO 2003: 7. 
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comprising all major donor agencies, with the aim of exchanging information and good practice 
experience related to value chains, business linkages and service markets.122  
As mentioned earlier, the quick reception of the value chain approach in development 
cooperation is mainly based on previous academic work and discussions in the UK.  
In spite of the “hype” around value chains and attempts to achieve harmonisation in recent years, 
until today there is still a lot of uncertainty, unclarity around and a different understanding of the 
value chain concept/framework/approach. Some of the questions for which there are no 
straightforward answers (yet) include: What exactly does the value chain approach encompass? 
Inhowfar is value chain promotion different from more traditional approaches in PSD? What kind of 
value chain (governance) can be considered developmental or pro-poor? What is the role of ODA in 
promoting value chains? 
This section attempts to classify the value chain approach within PSD, relating it to other common 
approaches or types of intervention in the field. In the next section (4.5.), the application of the 
value chain approach in practice will be discussed. 
 
4.4.1. Connected concepts/initiatives/approaches 
 
4.4.1.1 Promotion of business linkages  
The promotion of business linkages has been characterised as an old field of intervention within 
PSD in section 4.1. Traditionally, local business membership organisations (BMOs) have been 
involved in promoting networking and business linkages, with limitations in locations with an 
emerging private sector and rather weak BMOs, as well as in locations dominated by old industries 
and traditional companies, where existing BMOs do not necessarily address the needs of new 
companies and sub-sectors and are not very innovative. Governments and donor agencies have 
stepped in to promote business linkages in such locations and for the reasons mentioned under 
section 4.1.5. Especially investment promotion, trade and export promotion, linkages between 
TNCs and (M)SMEs in developing countries, network and cluster promotion are “classical” areas of 
PSD and MSME promotion.  
 
4.4.1.2 Business Development Services (BDS) 
Business Development Services (BDS) encompass non-financial support to MSMEs and represent 
another “classical” area of PSD and MSME promotion.123 A differentiation can be made between 
strategic and operational BDS (see, for example, DCED 2001: 1-2), with the latter covering the day-
to-day services needed to run a business (such as accounting and bookkeeping, tax records, 
administration, compliance with labour and other regulations, communication) and the former 
                                            
122 See the website of the inter-agency group on linkages and value chains for more information: 
 www.value-chains.org [11.03.2010]. 
123 Since 2003, the ILO annually publishes so-called BDS readers, which developed into PSD readers. See DCED 
2001, Miehlbradt/McVay 2003, 2004 and 2005, as selected literature on the presentation and discussion of the BDS 
concept.  
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covering more knowledge-intensive services addressing medium-to long-term issues (such as strategy 
and management consulting, technical services, product design and development, marketing 
services, networking and business linkages) and business-related services (such as insurance, finance 
and investment, infrastructure services, transport and logistics, export services).124  
Traditionally, governments and donors have provided services directly and in a subsidised way to 
MSMEs to support their growth and competitiveness, on the basis that MSMEs do not offer a viable 
market for commercial service provision. During the early 1990s, the poor impact and 
performance of these interventions raised concerns among the donor community, and in 2001 the 
DCED agreed to a new set of guidelines regarding government support to business services (DCED 
2001). The term business development services was coined and the so-called market development 
paradigm introduced in these guidelines.125 This approach meant a new focus on commercial 
service providers and the markets they interact with.126 Critics highlight the fact that some 
services may be public goods or may require public services to be performed, making a 
commercial fee-based provision for small-scale enterprises not viable in all cases (see 
Altenburg/Stamm 2004, Altenburg/Drachenfels 2006, as some examples).  
Based on the analysis of a sector through sub-sector or value chain studies, (commercial, 
embedded and subsidised) service offers can be shaped in such a way as to contribute to the 
enhanced performance of the target sector, although scale usually remains a challenge for 
commercial sustainability/viability. Furthermore, value chains offer the possibility of providing 
“embedded BDS”, business services that are “hidden” and included in normal commercial 
transactions or business linkages.127 
 
4.4.1.3 Making Markets Work for the Poor (M4P) 
The analytical basis of M4P approach is inspired by the New Institutional Economics, taking into 
account that non-market solutions might be economically rational and will be needed to ensure that 
market access of the poor and the assets needed for empowerment of poor people are forth-coming 
(see DfID 2000 and 2008). As described in Chapter 2, M4P proponents insist that the creation of an 
enabling environment is not enough and assume that governments have to take an active role in PSD. 
The M4P approach has evolved out of the discussions on market development in the field of BDS and 
does not only cover product and service markets, but also factor markets such as labour markets 
(Meyer-Stamer 2006b: 21, Meyer-Stamer/Wältring 2007: 12). Meyer-Stamer criticises the M4P 
approach for not being grounded in academic research on how markets work, not being focused 
enough and for not clearly defining who the poor are (Meyer-Stamer 2006b, Meyer-Stamer/Wältring 
                                            
124 The borders between these different types are not clear-cut and what is strategic or operational often depends on 
the individual case (DCED 2001: 1). See Miehlbradt/McVay 2003: 3, for a more elaborate categorisation of BDS. 
125 As described in Chapter 2, the market development approach is increasingly being applied in other fields as well, 
such as agricultural development, education, infrastructure, shifting from state-funded provision to market-based 
delivery (in the spirit of understanding PSD as “a way of doing things”). See Hitchins et al. 2004, Eiligmann 2005, 
Miehlbradt/McVay 2005 and World Bank 2007a for a discussion of some examples.  
126 See Miehlbradt/McVay 2003, 2004 and 2005, and Wältring 2006, for a discussion of the shift in the provision of 
BDS, as well as the market development approach itself. 
127 See Tanburn/Kamuhanda 2005 and Gibson 2006 as examples for the analysis of BDS within a value chain or 
M4P framework. 
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2007). Making markets work for the poor “is a pragmatic proposition”128 and is being heavily promoted 
by some donor agencies such as DfID, SIDA and SDC, but the concept itself is still evolving.  
As previously described in section 4.2.2, the value chain literature highlights issues of governance 
and power relations. These are not so much addressed in the M4P literature. However, the two 
concepts clearly overlap and attempts are being made to merge the two approaches, especially 
when trying to give value chain programmes a clear pro-poor orientation.129 De Ruijter et al. 
describe the M4P approach as a “guidance for intervention” in the sense of a framework that can 
ensure the consistency of various PSD approaches aimed at achieving poverty reduction (see de 
Ruijter et al. 2006). 
 
4.4.1.4 Local and Regional Economic Development (LED and LRED)  
Interventions within the framework of L(R)ED aim at enhancing a locality’s or region’s 
competitiveness by fostering partnerships between the local public sector, private sector and civil 
society. The promotion of networks and clusters can be considered part of these types of 
interventions.130 Meyer-Stamer/Wältring highlight that the value chain approach and the L(R)ED 
approach, including cluster promotion, are not fundamentally different in terms of objectives and 
instruments, but simply have different foci: one has a functional focus, the other a clearly 
territorial one, but both look at interactions between companies as sources of learning and 
upgrading.131 Wältring mentions some advantages of the L(R)ED approach in strengthening market 
development, most of which would also hold for the value chain approach:132 inclusion of a variety 
of actors (from public and private sectors and civil society); creation of trust, networks and 
awareness of different roles between different public and private stakeholders; identification of 
local service needs and business opportunities; change management based on the specific roles of 
each actor in organisational development, market development and local business environment. 
Altenburg contends that both approaches would complement each other well (see the previous 
section 4.2.3.8 and Altenburg 2007). De Ruijter et al. 2006 suggest that the future of the L(R)ED 
approach lies in a combination of a generic promotion of a favourable business environment in 
specific locations on the one hand and the promotion of selected businesses and/or 
industries/sectors on the other hand (see De Ruijter et al. 2006: 14-16). 
 
                                            
128 Meyer-Stamer 2006b: 30. 
129 Examples of this are Gibson 2006 and ADB 2007. 
130 Systemic competitiveness (Esser et al. 1996) and Porter’s diamond (Porter 1990) can be considered basic 
theoretical underpinning of the L(R)ED approach. See Gasser et al. 2004, ILO 2006, Swinburn et al. 2006, as 
examples of LED manuals and guidelines, and Humphrey/Schmitz 1995, UNIDO 1999 and 2001a, Meyer-Stamer 
2001, Zeng 2006, GTZ 2007a as examples of network and cluster promotion initiatives. See SDC 2004 and Herr 
2007 as examples of a combination of the L(R)ED and value chain frameworks.  
131 See Meyer-Stamer/Wältring 2007: 17-19. In section 4.3.3, the different views on upgrading were mentioned (see 
especially Humphrey/Schmitz 2002). 
132 See Wältring 2006: 25. 
 105
4.4.1.5 Enabling environment  
As described in chapter 2, the creation of an “enabling environment” is a commonly (yet vaguely) 
defined goal in PSD: it is an all-encompassing term, referring to, among others, the business and 
investment climates, as well as the regulatory framework. The guideline published by the DCED 
gives an excellent overview of the different beliefs and approaches of donor agencies attempting 
to link the provision of an enabling environment to poverty reduction and economic growth (see 
DCED 2008). Research and studies conducted to assess the (business and investment) environment 
can inform or be part of a thorough value chain analysis: especially policy, legal and regulatory 
reforms that might be needed to address specific bottlenecks in a given value chains can be 
identified through this broader view. In this sense, the function of the enabling environment is to 
support a given value chain. 
 
4.4.1.6 Public Private Partnerships (PPP)  
Partnerships between the public and private sectors are not new and have been promoted within 
the framework of ODA, and specifically PSD, but have come into focus especially within the 
Millennium Development Goals framework133. Catch words and phrases such as Corporate Social 
Responsibility, codes of conduct, UN Global Compact, Business Action for Africa, bottom-of-the-
pyramid business models and others come to mind.134   
Cooperation between governments/donors, private sector and civil society stakeholders may 
enhance transparency and information dissemination, thereby dealing to some degree with 
coordination failures and missing public goods (Estrup 2009: 28). Image-building and branding are 
an integral part of value chain governance and important sources of competitiveness (Estrup 2009: 
25). Such partnerships may even be instrumental in changing the status of informal enterprises to 
formalised registration, thus lowering the barriers of linking up with larger firms. Overall, PPP, in 
its various forms, are important for finding new modes of delivery within the framework of ODA.  
 
4.4.1.7 Linking farmers to markets  
The phrase “linking farmers to markets” has been widely/commonly used to describe 
interventions using a market-oriented approach in the areas of rural development, agri-business 
and agro-enterprise development. Usually these areas are not necessarily considered to be part of 
PSD initiatives, since the focus is on smallholder farmers rather than entrepreneurs and 
manufacturers, but the link to value chain and subsector analysis is obvious. There is a rich 
literature on this topic, including field manuals and practical guidelines.135 
                                            
133 Reference is made to the 8th MDG: Global Partnership for Development. 
134 See Hamm 2002 for a discussion of the connection between the UN Global Compact and PPP. See section 4.1.5 
for a more specific discussion of PPP within the framework of business linkage promotion. See FIAS 2006 for the 
application/integration of CSR within a value chain framework. See Martens 2007 for an overview of multi-
stakeholder partnerships on a global scale, with findings that can also be applied to smaller initiatives.  
135 See Lundy et al. 2004 and 2007, Springer-Heinze 2004, Ostertag 2004, Ostertag et al. 2007, Shepherd 2007, and 
Action for Enterprise 2009 as examples for guidelines and manuals on how to improve the access of farmers to markets. 
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4.4.1.8 Aid for Trade  
As part of the Doha Development Agenda, it was agreed that Aid for Trade should be increased 
with the aim of helping developing countries, particularly LDCs, to build the institutional and 
supply-side capacity and trade-related infrastructure needed to implement and benefit from WTO 
agreements, expand their trade and improve their market access.136 While it is difficult to 
establish clear-cut distinctions as to what, within the framework of PSD, is included in trade-
related aid and what not, the connection with value chain analysis seems clear when 
understanding the latter as an instrument to analyse international trade. Business linkages are 
important for building the productive and trade capacities of firms and countries; traditional 
areas of support such as enterprise development, investment promotion and technology transfer 
are part of the on-going discussions around Aid for Trade.137 
 
4.4.2. The “value chain approach” 
 
4.4.2.1 The potential of the Value Chain Approach 
This section will be split into two parts, each summarising the advantages and the shortcomings of 
the value chain approach respectively. 
 
Through recent work138 on (global) value chains, a relatively broad consensus on the advantages 
of the value chain approach has emerged. The most important points are listed in the following. 
 
o Different view on international trade139 
The value chain approach recognises that trade, the coordination of productive activities and 
technology transfer are increasingly organised across borders. In this sense, it provides an 
instrument for analysing and understanding trade in the era of globalisation.  
 
o Understanding competitiveness140 
The value chain approach provides a framework for identifying weaknesses on the various 
steps of a value chain that hamper/lower competitiveness, as well as opportunities as specific 
market chances, based on benchmarking of key economic factors. Based on this, targeted and 
comprehensive promotion approaches can be developed: the framework allows the design and 
development of strategies for the improvement of a firm’s and a chain’s competitiveness. 
                                            
136 Reference is made to the agreement at the WTO’s 2005 Ministerial Conference in Hong Kong (see OECD/WTO 
2007). 
137 The biggest commitments to increase support within this Aid for Trade initiative were made by the EC, the USA, 
Japan, Australia and the Netherlands (see OECD/WTO 2007 for more details). Key multilateral agencies involved, 
apart from the WTO and OECD, are: UNCTAD, IMF, World Bank, ITC and UNDP. So far, much of the international 
discussion has circled around establishing a joint definition of trade-related aid to facilitate measurement of aid flows 
and commitments, as well as on harmonising the various approaches and ensuring ownership of developing 
countries, challenges posed by the Paris Declaration.  
138 Meaning work in the academic sphere, as well as in the “practical” sphere of applying the value chain approach 
within ODA. 
139 See Gereffi/Korzeniewicz 1994, Gereffi 1999, Humphrey/Schmitz 2000 and 2002, Gereffi et al. 2005, and 
Altenburg 2007 for more details on this point. 
140 See Downing et al. 2006, Kula/Downing/Field 2006, Kula/Goldmark 2006, Stamm 2006, Estrup 2009 and UNIDO 
2009a for more details on this point. 
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Especially the issue of upgrading of firms within the value chain, in its various forms, becomes 
relevant: value chain analysis makes clear that industry-level competitiveness and firm-level 
competitiveness are highly related to each other. The value chain approach highlights that 
competitiveness is about relationships between firms and the way in which those relationships 
facilitate or impede flows of information and benefits.  
 
o Global and systemic perspective141 
The value chain approach is not restricted to territorial boundaries and includes actors and 
stakeholders that go/work beyond a local or national scene. Methods developed to analyse and 
map value chains enable the various actors and stakeholders involved in managing the wide 
range of activities from conception of a service or product to production, delivery to final 
customers and disposal after use, to gain a comprehensive understanding of the organisation 
of business processes and linkages, as well as of the roles they play within the system. The 
value chain approach expands the analytical framework to interrelated/connected service 
markets and the wider enabling environment.  
 
o Market-based approach142 
The value chain approach recognises the importance of (and contributes to the development 
and strengthening of) business and institutional linkages. Above all, it clearly follows an 
economic or business rationale, meaning a clear market-based, demand- or customer-
orientation. In this sense, the value chain approach provides a good framework for private 
sector buy-in and entrepreneur-driven PSD. Within the donor community it is hoped that by 
using this approach, former mistakes/failures within PSD that resulted from ignoring market 
chances and restrictions can be avoided.  
 
o Issues of governance and power143 
The value chain approach shows that power relations are crucial and draws specific attention 
to issues of governance. By doing so, specific entry barriers as well as underlying standards 
and rules become evident, the distribution of financial, material and human resources (and its 
changes over time) can be analysed, and issues of chain coordination can be understood. 
Through this, in principle the opportunities for entering and upgrading within a value chain 
can be assessed for various actors and stakeholders. 
 
o Emphasis on value creation144 
The concept of value chain includes a clear objective: adding value at each step of the chain. 
The value chain approach helps to understand the dynamics of value creation at different 
                                            
141 See Stamm 2006, de Ruijter et al. 2006, Wältring 2006, Altenburg 2007, and ITC-ILO 2008 for more details on this 
point. 
142 See Downing et al. 2006, Kula/Goldmark 2006, Stamm 2006, Wältring 2006, Altenburg 2007, and ITC-ILO 2008 
for more details on this point. 
143 See Gereffi/Korceniewicz 1994, Humphrey/Schmitz 2002, Gereffi et al. 2005, Gibbon/Ponte 2005, Stamm 2006, 
Altenburg 2007, Müller 2008 for more details on this point. 
144 See UNCTAD 2005, Downing et al. 2006, Wältring 2006, Altenburg 2007, Müller 2008 and UNIDO 2009a, for more 
details on this point. 
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stages of a value chain, including the role of entry barriers and different types of rents. As 
mentioned above, value chain characteristics can help to understand whether and what type 
of opportunities for growth are available to specific actors, such as MSMEs. In this context, the 
value chain approach also draws attention to issues of knowledge creation, transfer and 
appropriation. Benchmarking of key economic indicators at each stage of a value chain can 
raise awareness in relation to cost drivers, value addition possibilities, margins for price 
negotiations and leverage points for interventions, among others. 
 
o Embedded services145 
Supporting services may be offered directly on a fee-for-service basis or embedded in business 
relationships, i.e. delivered through normal business transactions in vertical or horizontal 
linkages. Value chain analysis enables the identification of concrete demands for services at 
the various levels of the chain; the value chain approach can be used for the design and 
promotion of embedded services. 
 
o Identification of entry points and key change agents146 
Value chain analysis enables policy-makers to recognise the most powerful change agents 
(important for achieving leverage) and their likely impact on competitiveness and inclusiveness 
of the targeted value chains. Through issues emerging from value chain analysis (such as market 
opportunities, entry barriers, distribution of rents, power relationships, etc.) conclusions can be 
drawn as to which are the most appropriate entry points, and which strategies, approaches and 
implementation modalities should be used and how they should be designed. 
 
Shortcomings and risks of, as well as need to further develop the value chain approach 
include:147 
o Although some scholars and practical handbooks/manuals place emphasis on the observation 
that value chains are embedded in broader frameworks, such as the regulatory framework, 
social norms and values, consumer preferences, horizontal linkages, etc., there is still a need 
to conceptualise value chains as part of a broader set of factors that shape competitiveness. It 
was mentioned earlier that a combination with local development and cluster approaches 
could enrich the value chain approach. 
o There is a risk of adopting a too simplistic perspective, for example when mapping value 
chains as simple linear and non-ramified flows or using the stylised dichotomous concept of 
buyer- vs. producer-driven value chains. On the other hand, there is a risk of getting lost in 
detailed analysis of all aspects of a value chain (Kula/Goldmark 2006: 6). 
o Contemporary research and value chain promotion is somewhat biased towards global value 
chains and export-oriented enterprises, sometimes disregarding the co-existence of local or 
regional value chains which might provide viable alternatives, especially for poor, small and 
                                            
145 See Wältring 2006, Altenburg 2007, ITC-ILO 2008, Nichter/Goldmark 2009, for more details on this point. 
146 See Stamm 2006, Altenburg 2007, ITC-ILO 2008, for more details on this point. 
147 This part builds on Altenburg 2007: 21-22 and 50-52, unless indicated otherwise. 
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rural producers. In this sense, the relevance of some characteristics of global value chains may 
be overstated, such as increasing demands on quality, product and process certification, 
traceability, economies of scale, etc. (Stamm 2006: 6). The question arises whether 
governments and donors should redirect their support towards those alternative channels, 
especially when talking about pro-poor value chains, and what would be appropriate 
instruments for doing so.  
o Academic value chain analysis is not yet very helpful for policy-makers because it fails to 
identify clear causal relationships and it cannot sufficiently provide empirical evidence to 
prove its hypotheses: it therefore lacks the capacity to predict future forms of industrial 
organisation and their respective development impact (Altenburg 2006a: 494). 
o Value chains are interdependent social systems with complex coordination mechanisms and 
often strongly asymmetric power relations. Interventions in such systems will have 
differentiated and partly unintended impacts, which has led promotion agencies to adopt ever 
more comprehensive mapping and planning procedures involving substantial overhead costs. 
Two important questions arise from this: how can instruments for mapping/planning/analysis 
be simplified and how can (also unintended) impact be measured? 
o Value chain analysis is helpful to depict basic actor constellations and resource flows. 
However, most of the relevant value chain parameters are difficult to operationalise and data 
are not always readily available. The challenge remains to develop proxies and analytical tools 
to assess these categories, which is also linked to the previous point. 
o When talking about upgrading MSME activities in a value chain context, one has to take into 
account that upgrading may include a reorganisation within each link in the chain as well as a 
possible functional redistribution of intra-chain activities (UNCTAD 2005: 11). It is therefore 
crucial to put in place tailor-made assistance programmes in light of the different MSME needs 
and local circumstances, recognising that firm-level upgrading requires access to supporting 
markets such as information, technology and capital or finance (Downing et al. 2006: 13). The 
application of the value chain approach in a systemic way is not to be underestimated. This 
holds especially true when taking into account that upgrading is not unidirectional. 
o Upgrading is implicitly understood as “moving up” the value chain. In this perspective, 
upgrading will lead to developing country firms performing functions with a higher skill and 
knowledge content (see Gereffi 1999). However, this does not fully reflect the more complex 
reality: product upgrading can include improvements in quality that do not necessarily mean 
higher value added; process upgrading might not necessarily make (internal or inter-firm) 
processes more efficient, but might allow firms to improve or simply maintain their positions 
in value chains; sometimes downgrading might be the best option available, taking rewards 
and risks into account (see Bolwig et at. 2008 and Ponte/Ewert 2009 for a discussion of this 
point). If upgrading is understood as reaching a “better deal”, it becomes a process that entails 
more than “moving up” the value chain or adding value to existing products, characterised by a 
complex mixture of upgrading and trading down (see Ponte/Ewert 2009: 1648). This is currently 
not reflected in the vast literature related to the value chain approach. 
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o Most donor approaches to support value chains are highly selective with regard to (sub-)sectors 
and target groups and often have a relatively micro-level focus and require strong 
interference by facilitators. The apparent contradiction with the shift from directly targeted 
and selective interventions to more generic interventions aimed at improving the investment 
climate and market development (see DCED 2001 and 2008) has not openly been addressed by 
donor agencies promoting the approach. In the light of shifts in PSD, the question arises to 
what extent governments and donors should get involved in “engineering” value chains.  
o Interventions following value chain analysis often tend to “fix” (in the sense of address) 
identified constraints directly, leading to a situation where short-term impact can be shown, 
but sustainability is a concern (de Ruijter et al. 2006: 18). 
 
4.4.2.2 “Pro-poor” value chain promotion 
It has been mentioned beforehand that value chain analysis helps to understand who the various 
actors in a chain are and how they are related to each other. In principle, however, value chain 
analysis is a “value-free technique”148. Nevertheless, especially the governance of global value 
chains is essential for understanding how firms in developing countries can gain access to global 
markets, what the benefits of access and the risks of exclusion might be, how rents and risks are 
distributed along the chain, what entry barriers exist, how learning, innovation and upgrading 
take place.  
Pressure has increased for governments from developing countries and donor agencies alike to 
show results in terms of poverty reduction: this discussion has also reached those working on value 
chains, whether in the academic or practical sphere. In principle, the approach can provide a 
framework for pro-poor PSD, although not necessarily in the sense of short-term direct reduction 
of absolute poverty (Stamm 2006: 8). Whether support for value chains should have an explicit 
pro-poor objective is still contested in the donor community since it is being questioned whether 
the achievement of international competitiveness for the full value chain would still be feasible 
when using a pro-poor approach. However, there is wide agreement that there is no reason to 
believe that the structures and dynamics governing value chains will necessarily produce pro-poor 
outcomes and that incentives for the inclusion of poor people have to be created. Pro-poor value 
chain promotion is considered to be a combination of M4P and value chain analysis by some, while 
others consider it to be a further development of the M4P approach (Estrup 2009: 26).  
 
As stated in chapter 2, the poor can benefit from PSD interventions in various ways: as 
entrepreneurs, workers/employees and consumers.  
There is little conclusive empirical research on how insertion into global value chains affects the 
profitability of enterprises and how this varies with the position occupied within a value chain. 
Available information indicates that the degree of competition, particularly in mature industries 
such as garments and footwear, is high and increasing, with profit margins low and decreasing; 
                                            
148 De Ruijter/Elliott/Hitchins (2006): 5. 
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furthermore, non-production activities do not offer easy routes to higher profits (see Schmitz 
2006: 562-563 for a summary on gains for developing country firms).  
As regards earning opportunities for workers, the three main conclusions are: the number of jobs 
has increased massively; female workers have gained most in terms of new earning opportunities; 
wages have not always increased, in spite of a higher demand for labour (see Schmitz 2006: 563-
565 for a summary on gains for developing country workers).  
 
Since the emphasis of this thesis is on the integration of micro-enterprises into value chains, the 
discussion will focus on MSMEs as part of pro-poor value chain development in the following. 
To build pro-poor value chains it is essential to ensure both access to the value chain for 
enterprising poor people (be it smallholder farmers, informal sector micro-enterprises, employees 
or consumers) and in parallel aim at upgrading their competitiveness to the level needed to 
comply with the international standards of market demand: pro-poor value chain promotion will 
therefore have to deal with the full length of the value chain, from primary producers all the way 
to the final consumer (Estrup 2009: 26).  
Riisgaard et al. draw attention to the fact that poverty may also be caused by adverse 
incorporation in value chains, and not only by non-participation or exclusion (see Riisgaard et al. 
2008 for a discussion of this point and how to integrate it into the analysis of value chains). This 
again highlights the importance to view upgrading in a broader sense (as mentioned earlier, with 
the possibility of looking at options to downgrade if that is the best possibility for a given firm in a 
given context), as well as to broaden value chain interventions to not only cover the continued 
participation in a given value chain, but also to focus on options for exit and opting out (i.e. 
accessing alternative markets). 
As for competitiveness of the chosen sub-sector or value chain, the issue may in particular be 
whether or not MSEs have the potential for the needed upgrading. The likelihood of developing 
linkages between MSEs and larger companies very much depends on the organisational structure 
and cooperation between MSEs, determining transactions costs and thus attractiveness as 
cooperation partners to enterprises higher in the value chain (Estrup 2009: 27-28). Government 
and donor support for developing vertical linkages has to be an important component of value 
chain programmes.  
Kula/Goldmark argue that the merit of the value chain approach is to have taken off the “size 
lens”, looking at constraints for competitiveness of the entire value chain, whether faced by the 
smallest participating firm or the largest: in this way, MSMEs are no longer marginalised from the 
economic systems in which they participate (Kula/Goldmark 2006: 6-8). Others, however, 
highlight the importance of different enterprises in the context of pro-poor value chain 
promotion: having SMEs included in value chain promotion is of strategic importance for creating 
vertical linkages within the chain as well as employment creation; MSEs will be needed for a pro-
poor outcome (Estrup 2009: 26-27). Donors trying to build pro-poor value chains are primarily 
targeting MSEs, while those donors explicitly leaving out MSEs of planned value chain interventions 
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and solely targeting SMEs thereby indicate that the objective of creating pro-poor value chains is 
downgraded in favour of a short run focus on economic growth (Estrup 2009: 27).  
Stamm observes that the development of global value chains is in many cases linked to a 
fundamental structural change involving numerous losers (such as, for example, smallholder 
farmers or owners of informal enterprises, that are crowded out), which, however, does not 
necessarily mean that poverty increases. He goes on to argue that poverty-oriented PSD should 
not attempt to slow down or work against such structural change, but should on the one hand aim 
at productively integrating a large proportion of the target group into value chains, and on the 
other hand show/identify/present alternatives for those who do not have the capacity to be 
integrated and the losers of structural change: it is the role of development cooperation to shape 
such alternatives, especially related to the creation of quantitatively sufficient and qualitatively 
appropriate wage work opportunities (in the sense of decent work), for instance through PPP or 
within the framework of CSR (Stamm 2006: 8-9). Development aid agencies that are active in the 
field of MSME promotion have focused their activities in the last years on the development of an 
enabling environment and on strengthening the overall competitiveness of MSMEs. The 
(international) competitiveness of MSMEs has gained more and more importance, especially in the 
context of globalisation: the more modern sectors and enterprises are promoted and seen as the 
main target group, while more traditional sectors and enterprises are neglected (see Hellpap 
2003). With a view to poverty reduction, one of the most important roles that development 
cooperation has to play lies in the assistance of traditional enterprises to modernise/upgrade in 
such a way that they are competitive in their local markets and are probably even able to expand, 
as well as in the assistance of modern or more advanced enterprises to serve international 
markets (see Hellpap 2003: 95). 
 
„The question is not if, but how to integrate in value chains in a way that allows for incorporation 
of a growing number of the workforce and increasing levels of productivity and incomes. This calls 
for a balanced approach which takes both competitiveness and equity issues into account.”149  
It is in this sense that looking at up-(and possibly down-)grading in the sense of reaching a “better 
deal”, balancing risks and rewards, becomes relevant. 
 
Altenburg developed a framework for analysing the development impacts of different forms of 
value chain governance, putting special emphasis on implicit/underlying trade-offs that need to 
be considered to assess the greatest net development effects of interventions in value chain 
frameworks (Altenburg 2006b).  
 
                                            
149 Altenburg 2007: 4.  
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Table 9: Potential development effects of changes in value chain governance 
Dimension of development / 
Area of impact Expected development impact 
Domestic consumer prices 
and quality of supply + 
Prices tend to come down and supply tends to improve when lead 
firms foster more efficient production and encourage concentration 
- Risk of increasing prices and low quality where lead firms restrict competition and appropriate monopoly rents  
Entry barriers and 
opportunities for inclusion - 
If small-scale producers fail to meet rising standards and scale 
requirements, value chains become more exclusive 
+/- Established suppliers may benefit from barriers that prevent entry of new competitors 
Income generation and 
distribution - 
Lead firms squeeze margins of their suppliers, leading to lower 
wages and profits. Crowding out of less efficient producers creates 
job losses. 
+ 
Increasing sales may overcompensate lower margins for those who 
manage to access global value chains and/or benefit from domestic 
concentration processes. 
+/- Wage levels of employees may increase due to higher productivity; wages may decrease in sectors where crowding out takes place. 
Allocation of risks  Stable inter-firm relations smoothen income flows and reduce investment risks compared to arms-length trade. 
+ Access to new value chains and markets diversifies risks. 
 
Incompleteness of contracts and information asymmetries give rise 
to opportunistic behaviour. Especially relationship-specific 
investments imply risks. 
 Risks for lead firms arise from suppliers failure and leakage of core capabilities. 
Learning and upgrading + Trade links with lead firms enable partners to access cutting-edge technologies. 
+ Some lead firms transfer know-how that increases supply chain efficiency. 
- Dependence on lead firms may restrict upgrading where it challenges the lead firm’s core competence. 
Public revenues + Increased local turnover may raise government revenues. 
+ Enhanced competitiveness raises sustainability of tax base. 
+ Value chain integration may encourage formalisation of small-scale enterprises, broadening the tax base. 
- Crowding out of traditional producers and concentration processes may reduce tax base. 
- Increased bargaining power of lead firms may lead to tax exemptions and subsidies. 
Long-term competitiveness  Consolidated value chains in developing countries are more likely to be sustainable in global competition. 
 Take-over of domestic chains by global lead firms may undermine domestic learning processes. 
Source: Based on Altenburg 2006b: 508-509, and Altenburg 2007: 27. 
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4.4.3. Value chain promotion within the context of Private Sector Development 
 
Value chain promotion has become a popular field of intervention among governments and donors 
working on PSD in recent years.  
Humphrey/Schmitz list a number of reasons why the issue of governance in value chains is 
important: it offers insights into possibilities for market access, acquisition of production 
capabilities, distribution of gains, but more importantly helps to identify leverage points for policy 
initiatives and a framework for providing technical assistance (see Humphrey/Schmitz 2002: 4-6). 
Especially the last two points are used to justify the importance of so-called value chain 
programmes for providing support to PSD in a more effective way.  
 
One contended issue is whether the value chain approach is something new or it is just old wine in 
new skins. It is evident that much of the issues to be considered in value chain analysis and 
promotion are not new within the framework of PSD: horizontal and vertical linkages, technology 
transfer, innovation and learning, firm-level upgrading and growth, financial and non/financial 
services to enterprises, just to name a few, are all known fields/instruments of intervention in 
PSD.150 What appears to be special about the value chain approach is its consequent/radical 
market or demand-orientation and its focus on governance issues.  
 
Value chain interventions are by nature complex due to the economic, social and organisational 
complexity of chain structures/systems and the difficulties are even compounded when adding the 
policy objective of being pro-poor. Therefore support for value chain interventions will be needed 
on a broad scale, coordinating as far as possible initiatives on micro-, meso- and macro-level; the 
role of government inevitably takes on the three dimensions of regulation, coordination and 
facilitation (Estrup 2009: 28). In this sense, the value chain approach is in line with PSD principles 
described in chapter 2, such as the systemic approach and facilitation/coordination. 
However, questions as to whether the value chain approach is compatible with recent shifts in PSD 
emphasising non-selective policies for improving the business environment and market-led 
solutions arise. Altenburg goes as far as saying that what is at stake is not only the rationale for 
donor and government support to value chain interventions, but to PSD in general (Altenburg 
2007: 51). He contends that most donor approaches for supporting value chains are extremely 
selective with regard to sectors and target groups and often have a relatively strong micro-level 
focus which require strong market interference by facilitators. Altenburg asks where the 
borderline between public goods (which justify government and donor interventions) and private 
goods is and how it is defined, as well as to what extent governments and donors should get 
involved in “engineering” value chains (Altenburg 2007:51).  
                                            
150 Altenburg distinguishes between two broad types of interventions within pro-poor value chain programmes: (1) 
general policies and support programmes aimed at changing the structure and development impact of value chains, 
and (2) specific supporting activities for pro-poor value chains (covering interventions such as awareness raising and 
matching, supporting spillovers from lead firms, value chain finance, inclusive standards, and franchise 
development), (see Altenburg 2007: 39-50). 
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In chapter 2 the split in the donor community has been described. There is no consensus on key 
issues, especially when talking about how to achieve pro-poor economic development. The debate 
on where the value chain approach fits in and whether it is compatible with basic PSD principles 
fits in this on-going broader discussion on PSD interventions and modes of delivery. Seen against 
this background, it is no surprise that there is no consensus on what the value chain approach 
actually entails/covers. 
 
 
4.5. Value chain promotion: approaches and steps 
 
Many manuals, guidebooks, guidelines and toolkits “for practitioners” have been published over the 
last couple of years by bilateral and multilateral donor agencies, as well as NGOs, research 
institutes and consulting companies linked to them and/or implementing value chain programmes.151 
Value chain analysis has been developed to understand how specific industries can be made more 
competitive. Kaplinsky has reflected on the “dark side of globalisation” and its unequalising 
effects and uses value chain analysis to ask how participation in the global economy can take 
place in a way that provides more sustainable and equitable income growth (Kaplinsky 2000a). In 
recent years, value chain analysis and the resulting value chain approach have been used by 
different scholars and institutions to include issues such as labour conditions, social protection, 
and gender following the logic that pro-poor value chain development should not only look at the 
poor as entrepreneurs, but also as workers and consumers.152 
 
4.5.1. Main steps in value chain promotion 
 
The main steps presented in the following are to be seen as a consensus among the different 
documents listed above. In general, the steps presented in the various guides and manuals follow 
the project or programme cycle usually applied in development cooperation.  
The different steps in value chain promotion typically include: analysis and selection of a value 
chain; programme design; programme implementation; and performance monitoring and impact 
assessment.153 These will be described shortly in the following.  
 
 
                                            
151 More general manuals and guidebooks include: Kaplinsky/Morris 2000, Barnes 2004, Schmitz 2005, Herr et al. 
2006, GTZ 2007b, Lusby/Panlibuton 2007, ITC-ILO 2008, and Mitchell/Keane/Coles 2009. Manuals and instruments 
developed specifically for agro-based products or agri-business include Lundy et al. 2004, Springer-Heinze 2004, 
ADB 2005, Bernet/Thiele/Zschocke 2006, Lundy et al. 2007, Ostertag et al. 2007, KIT/IIRR 2008, Riisgaard et al. 
2008, Vermeulen et al. 2008, mostly with a focus on smallholder farmers and proposed approaches/measures to 
enhance their inclusion and participation in global value chains (these mainly fall within the “linking farmers to 
markets” approach presented in section 4.4.1.7).  
152 See McCormick/Humphrey 2002, Lund/Nicholson 2003, Carr 2004, FIAS 2006, Mayoux/Mackie 2007, Bolwig et 
al. 2008, Gündüz/Klein 2008, Herr/Muzira 2009, as examples of manuals and guidebooks developed to cover topics 
such as labour conditions and social protection, gender, environment and conflict.  
153 These will be presented in the following as separate points and in the order they were mentioned. However, they 
should not be understood as linear steps, but rather as an iterative process, especially with analysis and M&E 
constantly feeding into planning and implementation, leading to and allowing for learning and adaptation whenever 
necessary. Figure 10 makes this point clear. 
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Figure 10: Phases/stages of a value chain programme 
 
 
 
Source: Own compilation. 
 
4.5.1.1 Value chain selection and analysis  
In a first step, a decision is taken on which (sub-)sector, industry or value chain to target through 
the value chain programme to be set up.  
Donors have developed several approaches for the appropriate selection of value chains, either 
starting with the possibilities for local economic development (the so-called territorial approach) 
or focusing explicitly on the potential for enhancing competitiveness and poverty reduction of 
particular sub-sectors or value chains, with the difference being typically one of a multi-
commodity or “diversification” approach compared to a single-commodity or “specialisation” 
approach (see Miehlbradt/McVay 2005: 29-30). 
A disputed issue is whether the selection or the analysis of a value chain comes first. Meyer-
Stamer/Wältring state that the “Analysis Before Action” approach assumes that all relevant 
information for a developmental activity can be gathered before a strategy is formulated and 
implemented (Meyer-Stamer/Wältring 2007: 27-28). The main dilemmas connected to this type of 
approach are: value chains are selected first, before representative information is available to 
understand them more deeply; substantial resources are needed to carry out thorough analysis, 
leading to preference for quick scans rather than solid research in case of budget limitations; 
research on value chains involves face-to-face interviews with the main stakeholders, focus group 
discussions and workshops, which might raise expectations in an embryonic phase of subsequent 
support (Meyer-Stamer/Wältring 2007: 28-29). 
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Experience shows that successful programmes are based on iterative processes and not simple 
sequences: analysis is needed before and during implementation (Kula/Goldmark 2006: 6; Meyer-
Stamer/Wältring 2007: 29). Riisgaard et al. talk of action research being carried out alongside 
implementation, with both feeding into sharing results and being responsive to ongoing lessons, in 
such a way that it allows to respond flexibly to strategic changes (see Riisgaard et al. 2008: 52-55). 
However, a common challenge to be addressed in value chain programmes is not to get stuck in 
the analysis phase. Detailed studies are a necessary but insufficient condition for change: without 
a following process in which the private sector and all major stakeholders take ownership of the 
agenda for change needed to move a value chain to higher levels of competitiveness, impact in 
terms of MSME integration and job creation will be limited (Kula/Goldmark 2006: 7-8). 
 
Connected approaches/instruments: subsector and industry analysis 
 
Subsector analysis has been developed in the 1960s and is common in the literature on agricultural 
marketing as a field of agricultural economics, also known as commodity subsector analysis 
(Kula/Goldmark 2006). Since then it has been applied widely, especially in the analysis of 
agricultural commodity chains, for example by the World Bank, USAID, UNIDO and FAO. However, 
it has also been applied to SME development in non-commodity sectors (see Boomgard et al. 1986 
and Haggblade/Gamser 1991 as examples). The definition of sub-sector is largely identical with 
that of a value chain: “a subsector is the network of firms that supply raw materials, transform 
them, and distribute finished goods to a particular consumer market.”154 “This approach places 
heavy emphasis on how a commodity subsector is organised (structure), which can influence how 
participants in the subsector behave (conduct), and ultimately how the subsector performs in the 
aggregate.”155 The subsector approach is a “systems” approach to the study of economic activity 
(Boomgard et al. 1986: 1). Subsector analysis offers a framework for rapidly evaluating MSE 
dynamics and the prospects for cost-effective interventions (Haggblade/Gamser: 2). Subsector 
analysis largely overlaps with value chain analysis, although some of the work on subsectors might 
adopt a slightly broader systemic perspective (delving into issues that are not at the centre of 
value chain approach, such as the impact of changes in food consumption patterns and the links 
between food production and rural livelihood) on the one hand and value chain analysis puts more 
explicit emphasis on industry competitiveness and inter-firm linkages on the other hand 
(Kula/Goldmark 2006: 4; Altenburg 2007: 14). Kula/Goldmark point to the fact that subsector 
analysis viewed the overall performance of industry, and particularly that of the largest firms, as 
exogenous to any government- or donor-funded intervention, as opposed to the value chain 
approach which believes that these can be shaped (Kula/Goldmark 2006: 4). 
 
Industry analysis is another related branch of research. Industry-level analyses do not primarily 
focus on the inter-firm linkages within a specific chain, but rather look at the impediments to 
growth which are external to the chain, such as industry-specific policy (enforcement) issues that 
                                            
154 Haggblade/Gamser 1991: 1. 
155 Definition of Holtzman, cited by Altenburg 2007: 13.  
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might be constraints to its growth (Altenburg 2007: 14). In industry level analyses, the barriers to 
higher productivity and investment are analysed, covering the following main points: assessment 
of productivity performance, analysis of operational reasons for productivity gaps, assessing 
productivity performance by type of players benchmarking with local best practices, assessment 
of competitive pressure, assessment of external factors (macro-economic environment, policies, 
infrastructure, etc.).156  
 
Approaches to mapping a value chain 
The vast majority of literature available on the development or promotion of value chains deal 
with the stage of analysis and mapping. The result of a mapping exercise should be a better 
understanding of a specific value chain, with insights into who the main actors and stakeholders 
are with their specific characteristics, interests and roles, the growth and market potential, the 
costs and constraints/bottlenecks along the chain, potentials for upgrading along the chain, the 
institutional and political environment, etc. This snapshot of a value chain is often summarised in 
a figure/illustration of a chain. A challenge when analysing value chains is to understand 
underlying trends, tendencies and dynamics within the chosen subsector or chain.157  
Available tools for value chain analysis include: mapping tools (such as economic mapping, 
mapping of actors’ functions, mapping of performance and value added at each stage), trend 
analysis, competitiveness analysis, and Rapid Market Appraisals (see Roduner 2007:8-9, for list of 
links and literature on the various tools. Also Riisgaard et al 2008: 24-30, provide a comparison of 
of different methods for value chain analysis).  
Altenburg classifies donor approaches into three main categories (although admitting that many 
government and donor agencies use hybrid models, i.e. combinations of these stylised categories): 
(1) comprehensive planning approach, based on detailed value chain mapping and market analysis 
preceding interventions;158 (2) participatory, workshop-centered, tools with less academic rigour 
and emphasis on stakeholder involvement; (3) private-sector-driven projects where the 
conception and implementation of initiatives is left to corporate value chain leaders (see 
Altenburg 2007: 32-38).159  
 
4.5.1.2 Programme design  
The stage following the choice of a concrete value chain usually involves the development of a 
strategy to support industry/sector/chain competitiveness and upgrading, ideally based on 
benchmarking in relation to competitors and alternatives. This strategy should be rooted in the 
                                            
156 For more details, see Palmade 2005: 24-28. 
157 This is another argument in favour of iterative and on-going analysis since otherwise only a static picture of the 
selected value chain at one point in time will be drawn. 
158 Largely coinciding with the “Analysis Before Action” approach mentioned earlier. 
159 See especially Lusby/Panlibuton 2004, Ostertag 2004, Herr 2006, Joss et al. 2006, FIAS 2007, GTZ 2007b, 
Henning et al. 2008, Vermeulen 2008, and ITC-ILO 2009 for examples of the first type. See Mayoux 2003, Lundy et 
al. 2004, Albu/Griffith 2005, Herr 2007, Lundy et al. 2007, Ostertag et al. 2007, Griffith/Osorio 2008, Meyer-Stamer 
2008, Riisgaard et al. 2008, for examples of the second type. The third type is mainly covered in so-called PPP and 
business linkage programmes, as described under sections 4.1.5 and 4.4.1.5. 
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challenges and opportunities identified in the previous analysis phase and put/checked against the 
resources and capacities available within government/donor agencies and its partners. It is in the 
design stage that decisions on how to achieve sustainability are taken and an intervention strategy 
is defined accordingly. Promising entry points and (upgrading) strategies, where change can be 
stimulated, have to be identified. The common approach used is to target those issues that 
promise the highest leverage in terms of the results that should be achieved. 
Without going into further details, three issues are highlighted under this second stage: the use of 
participatory instruments, the selection of target groups, and the importance of an exit strategy. 
 
Using participatory instruments when designing value chain interventions is key for engaging and 
ensuring commitment from the various stakeholders. Not only at the design stage, but throughout 
the value chain programme, an important element is to verify that the right stakeholders are 
involved. Participation involves the understanding of goals and objectives, the logic of 
intervention and the roles and responsibilities of the various stakeholders. 
 
When it comes to selecting target groups, usually it is advised to use mechanisms that lead to 
self-selection in which a variety of potential beneficiaries are addressed, but ultimately only those 
who undertake the strongest effort to get supported benefit (Meyer-Stamer 2007: 31; Müller 
2008). Two basic approaches (though not necessarily specific to value chain and PSD programmes) 
to identify direct beneficiaries can be differentiated:160 a problem-driven approach and an 
opportunity-driven approach (focusing on change agents and market opportunities).  
 
It is commonly highlighted that an exit strategy should be available already in the design stage, 
especially when choosing to directly support private sector activities (see especially ITC-ILO 2008).  
 
Literature focusing on the programme design and planning phase includes: Lundy et al. 2004 and 
2007, Lusby/Panlibuton 2004 and 2007, Schmitz 2005, Herr et al. 2006, GTZ 2007b, ITC-ILO 2008, 
Riisgaard et al. 2008, UNIDO 2009a. 
 
4.5.1.3 Programme implementation 
This stage is about implementing concrete (packages of) activities to operationalise the strategy 
defined for the selected value chain. In this phase, decisions are taken on market entry. 
 
There is consensus that a facilitator is needed for the realisation of value chain programmes: this 
can be government or donor agencies themselves, as well as subcontracted institutions. The role 
of the facilitator is to provide a platform for networking, linkages and information/knowledge 
sharing/exchange to take place, as well as to be motivators and drivers of action for the main 
stakeholders involved in programme implementation. 
 
                                            
160 See Meyer-Stamer/Wältring 2007: 31, Müller 2008.  
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Interventions in complex systems as (global) value chains require time, not least to get buy-in and 
commitment from major stakeholders in the chain. Governments and donor agencies pushing for 
short-term results and unwilling to acknowledge trade-offs are likely to shortchange and possibly 
even derail the processes they are supporting (Kula/Goldmark 2006: 7-8). 
 
Often it is recommended to start with so-called quick-win activities to raise interest, ensure buy-
in and commitment from the major stakeholders (see Meyer-Stamer/Wältring 2007: 35). In a 
further stage of programme implementation, these pilot initiatives are then scaled up. One of the 
main challenges faced by those implementing value chain programmes is indeed to master this 
step and not become stuck at pilot delivery and documentation. A key aim of interventions in 
value chains is the achievement of upgrading.  
 
Programme implementation ends with the market exit of the facilitator and the financing linked 
to it. The exit strategy should be defined and communicated from the very beginning of 
programme uptake. The specific step of exiting includes issues such as withdrawing subsidies, final 
documentation, promotion of successful interventions, final assessment of impact and overall 
evaluation of interventions. 
 
Literature focusing on different aspects of the programme implementation phase, such as 
facilitation, participation, dealing with lead firms, among others, includes: 
Bernet/Thiele/Zschocke 2006, GTZ 2007b, Boquiren/Idrovo 2008, Griffith/Osorio 2008, ITC-ILO 
2008, Knopp 2008, KIT/IIRR 2008, Lusby 2008, Vermeulen 2008, WOCCU/SEEP 2009. 
 
4.5.1.4 Performance monitoring and impact assessment 
Both qualitative and quantitative methods should be used. Quantitative data is needed to measure 
benefits and changes at the enterprise and industry-wide level (such as output, value added, 
productivity, profitability, income, employment, etc.) and qualitative data to assess changes in 
behaviour/mindsets/attitudes, changes in relationships and functioning of the value chain system, 
commitment of stakeholders, perceived competitiveness of chain/industry. 
Monitoring and evaluation of performance and impact should not be understood as a separate 
activity that is performed at the end of a value chain intervention, but as integral part of it, so as 
to constantly feed into the process of value chain development/promotion. Ideally, also for this 
participatory methods are used, involving all relevant stakeholders in the process, informing them 
on developments and discussing results openly with them. Documentation of M&E results is key for 
spreading lessons learnt and transparency. Benchmarking is an important element in this regard: it 
is part of defining/designing an intervention strategy, but also of checking if interventions are on 
track and the impact is as expected. 
Apart from the fact that adequate proxies and measuring instruments still have to be 
defined/found for many dimensions of value chains identified as relevant in academic literature, 
one of the key challenges facing value chain programmes is the extent to which (expected and 
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unexpected) changes in the wider value chain system can be captured. In this context, conducting 
appropriate and manageable baseline studies before any intervention, foreseeing as many areas of 
change in advance as possible, becomes a major challenge.  
 
Literature dealing more in-depth with issues related to indicator formulation and M&E is: Herr et al. 
2006, FIAS 2007, GTZ 2007b, Mayoux/Mackie 2007, Thiele et al. 2007, ITC-ILO 2008 and UNIDO 
2009a. Bolwig et al. 2008 and Riisgaard et al. 2008 provide guidance on how to integrate over-
arching issues such as poverty, gender and environment into value chain analysis and M&E systems. 
 
4.5.2. Roles of the main actors/stakeholders 
 
In the following, the roles of the main actors/stakeholders involved in value chain promotion are 
described, based on lessons learnt published by some institutions and the orientations given in the 
general (global) value chain literature, as well as the various manuals and guidebooks available. 
 
Government 
o multi-functional role in the sense of regulation, facilitation and coordination 
o support ranging from informing producers about risks and opportunities associated with 
specific value chains to assisting producers entering these chains, as well as using specific 
policy instruments to facilitate the upgrading process within and across production networks 
(Kaplinsky 2000a) 
o provide an enabling environment, e.g. through enhanced Public-Private Dialogue mechanisms 
 
Donors 
o honest/impartial broker among different actors, balancing the different interests in a 
legitimate way, and facilitating a trust-building process (Roduner 2007) 
o focus on issues in the public interest and the provision of public goods (Roduner 2007) 
o provide relevant information (e.g. market and sectoral information) and expertise (e.g. 
technical assistance) in specific fields (UNIDO 2001b) 
o lower transaction costs of building linkages 
o identify and promote partnerships between MSMEs, TNCs, government and international 
organisations and promote continuous dialogue between all stakeholders (UNIDO 2001b) 
o support entrepreneurship development (i.e. CEFE-GTZ, EMPRETEC-UNCTAD), useful in creating 
culture of change and the right mindset of entrepreneurs, raising their skills, motivation and 
attitude towards work 
o provide matching grants and start-up finance to encourage risk-taking by private sector firms 
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Private sector 
o chain-governing firms 
• ensure effective functioning of the chain, i.e. ensure competitive supplier base as a 
long-term investment 
• provide technical and managerial know-how and skills relevant for the sector, as well as 
information on market developments and trends 
o business organisations  
• can take the lead in Public-Private Dialogue, improving dialogue among the different 
stakeholders involved 
• can take the lead in increasing cooperation among businesses, e.g. by raising awareness  
 
 
The importance of concerted or joint action 
One important element of the enabling environment for business linkages and economic 
development is a close cooperation between public and private sector institutions, as well as civil 
society.161 The extent to which decision-makers in companies and governments understand current 
patterns of industrial organisation, recognise relevant trends and anticipate emerging 
technologies, markets and organisational structures has proven to be crucial for linkage 
development (UNCTAD 2006a: 8). Designing a clear strategy for PSD and securing the commitment 
of the different stakeholders to set up institutions representing the interests of the main 
stakeholders is part of this (UNCTAD 2006a: 8).  
As value chains are not exclusively governed by market forces, but to a large extent by the power 
of chain actors, government has an obvious role to play (Estrup 2009: 25). On top of this, the 
achievement of pro-poor growth presupposes government and donor influence through PPPs162. 
The need to find alternative ways of financing and implementing PSD is increasing (Estrup 2009: 
30) and becomes especially evident in the framework of value chain promotion, where large 
multinational firms (also called lead firms) become key partners for ODA in programme design and 
implementation. According to Martens, PPPs are meant to bridge three gaps that usually exist in 
traditional inter-governmental cooperation, namely: (1) governance gap (through fostering 
alliances between like-minded governments and non-state parties), (2) participation gap (by 
drawing non-state actors into formal decision-making processes), and (3) implementation and 
financing gap (by securing additional know-how and resources from non-state actors) (see Martens 
2007: 32-33). 
                                            
161 This has been elaborated on in chapter 2. Also when describing the LED/LRED approach, it was highlighted that 
the approach is based on partnerships between public and private sectors, as well as civil society in a locality or 
region: the value chain approach expands this beyond national borders. For value chain interventions to be 
comprehensive, linkages, networks or partnerships must also be built between the target group and stakeholders not 
directly involved in the chain, but who have an interest in improving the situation of the target group (such as local 
politicians and consumer groups for instance).  
162 The term PPP is used here in a wide sense, including not only the public and private sectors, but also donor 
agencies and civil society. 
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Unjustified, however, the focus is often on these large companies, while value chain projects also 
need to develop partnerships with other private players, be they middlemen, input suppliers, MSE 
and/or producer groups or large local companies. Just how to shape such partnerships and which 
implementation modalities and instruments to best use for improved effectiveness seems to be 
unclear or at least a challenge, even after many decades of experience in enterprise, business 
linkage, investment and export promotion. Martens summarises the most important risks and 
limits related to global partnerships that can also be transferred/applied to local partnerships – 
these include: growing influence of the business sector in the political discourse and agenda-
setting; risks to the reputation of government and donor institutions by choosing the wrong 
partner; distortion of competition and markets; unstable financing and selectivity of partnerships 
that perpetuate governance gaps, especially in relation to problems to which technical solutions 
are not (easily or yet) available; dubious complementarity between the different actors, which 
leads to governments escaping their responsibilities; proliferation of partnership initiatives and 
the fragmentation of global governance (see Martens 2007: 35-52).  
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5. Uganda as case study  
 
5.1. Basic information on the country 
 
The Republic of Uganda is a landlocked country in East Africa, located at the Equator and 
bordering Lake Victoria to the south. Its neighbouring countries are: Kenya, Tanzania, Rwanda, 
the Democratic Republic of Congo and Sudan.163  
 
Uganda’s history is summarised through the main historical dates in the following table. 
 
Table 10: Main events in Uganda’s political history 
Data/Period Event 
Before 
independence 
? Several centralised kingdoms with well-developed political institutions dating back 
several centuries exist; Arab traders first reach Uganda from the Indian Ocean in the 
1830s; British explorers reach Uganda in the 1860s searching for the source of the Nile; 
missionaries arrive in Uganda in the late 1870s 
? 1894: Uganda becomes a British protectorate; the country is under the influence of the 
Imperial British East Africa Company 
1962 
Independence from the UK, after having been granted internal self-government by Britain 
in 1961, when country-wide elections were held 
First President is Milton Obote of the Uganda People’s Congress (UPC) 
1962-1971 
Political disorder increases under M. Obote, with many ethnic and sectarian conflicts that 
ultimately weaken the economy as well 
Obote’s regime end with a military coup by Idi Amin in 1971 
1971-1979 Military dictatorship under I. Amin, which led the country into a deep humanitarian, social, political and economic crisis; a military intervention by Tanzania end the dictatorship 
1979-1985 Consecutive regimes of Milton Obote (following 1980 elections) and Tito Okello (dictatorship) 
1986 Yoweri Kaguta Museveni becomes President; power was seized by military means by his National Resistance Movement (NRM), with a strong base in the rural population 
1993/1994 Establishment of the COMESA (Common Market of Eastern and Southern Africa) 
1995 
Constitution establishes that Uganda is governed under a political movement system, which 
has features of a one-party state: political parties exist only at the national level and their 
activities are restricted for election periods, candidates can only run on individual merits; 
it also established that referenda on political system need to be held regularly 
1996 Elections held: Y.K. Museveni wins a landslide victory 
2000 First referendum on the political system held: 90% vote for the NRM and against a multi-party system 
2001 Presidential and parliamentary elections held under the Movement system Y.K. Museveni wins his second Presidential term with 69.3% of the votes 
since 1986 
? internal rebellions and conflicts have been a serious impediment to development in 
Northern and Western Uganda, the main parties involved being the Lords Resistance Army 
(LRA) and the Allied Democratic Forces (ADF) respectively 
? external conflicts, especially in the Democratic Republic of Congo, Sudan and Rwanda, 
are a threat to internal and regional stability 
? both result in large numbers of Internally Displaced People (IDPs) and refugees  
1999/2000 Establishment of the East African Community (EAC) with Kenya and Tanzania; in 2005, a Customs Union is established; in 2007, Rwanda and Burundi join the EAC 
2005 
Second referendum on political system (92.5% voted in favour of establishment of multi-
party system) led to amendment of 1995 Constitution;  
Parliament allowed Museveni to run for a third term 
2006 First multi-party general elections held: Museveni wins with 59.3% of the votes 
2007 Uganda deploys soldiers to peace-keeping mission of the African Union in Somalia 
2009 Uganda assumes non-permanent seat in UN Security Council for the 2009-10 term 
Source: Own compilation, based on Atingi-Ego/Sebudde 2005, Brett 2008, World Factbook 2010, 
www.enteruganda.com [17.04.2010], www.comesa.int [17.04.2010], www.eac.int [17.04.2010]. 
                                            
163 A map of the country can be found in annex 1. 
 125
Uganda is a Low Income Country according to the World Bank classification (with 340 USD as GNI 
per capita in 2007)164 and a Least Developed Country according to the UN classification (see 
UNCTAD 2009). The country has benefitted from the HIPC initiative and debt relief in the past.  
For more than 20 years now, Uganda has worked to overcome its legacies of colonialism, 
repressive government and conflict. President Museveni’s taking office in 1986 brought relative 
peace, security and stability to the country. His government quickly embarked on structural 
adjustment reforms, backed by the international donor community, in what is largely considered 
to be a show-case in Africa in relation to economic growth rates and poverty reduction.165 Uganda 
has since enjoyed the reputation as “donor darling” although poverty reduction and reforms in the 
social and political sphere have slowed down, and inequality has risen in recent years. 
 
In the following, more details are provided on Uganda’s socio-economic development in recent 
years, as well as the framework for PSD in the country. 
 
 
5.2. Socio-economic development and the framework for Private Sector 
Development in Uganda 
 
5.2.1. Selected socio-economic data166  
 
Uganda has a population of around 32 million. 50% of the population are children (age 0-14), 47.9% 
are between the ages of 15 and 64, and 2.1% are over 65 years old. 
The country has a relatively high population growth rate of 2.692%167 and the second-highest 
fertility rate world-wide of 6.77 (children born per woman). Improvements in life expectancy have 
not been accompanied by declines in the fertility rate and the population is estimated to reach 
100 million by 2050 (see Selassie 2008: 5, 18-19). 
Most of Uganda’s population still lives in rural areas: in 2008, the urban population made up 
around 13% of the total population, which is low even by SSA standards, and is estimated to rise to 
14.5% in 2015 (World Bank 2009a: 337). The rate of urbanisation is estimated at 4.4% annually for 
the period between 2005 and 2010. 
 
English is the official national language, taught in grade schools, used in law courts and most 
newspapers. The main local language spoken is Luganda. 
 
                                            
164 World Bank 2009a: 353. 
165 See Reinikka/Collier 2001 for a detailed description of the recovery process in Uganda. Throughout the book they 
argue that what makes Uganda’s recovery so remarkable is the fact that it coincides with one of the most ambitious 
programmes of economic liberalisation on the African continent. According to this book, Uganda is rightly seen as a 
pioneer in SSA for two reasons: because of the extent and consistency of its economic reform program and because 
of the use of debt relief to enhance public expenditure on basic social services.  
166 The data presented in this section comes from the World Factbook 2010, unless indicated otherwise. 
167 The World Bank estimates the annual population growth even higher, at 3.2% for the period between 2000 and 
2007 (World Bank 2009a: 353). 
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Uganda is well-known for its Universal Primary Education programme, introduced by the Museveni 
government. Since its introduction in 1997, the gender enrolment gap has significantly narrowed 
and a Universal Secondary Education programme has been started, but the quality of the 
education provided is still an issue (see Okidi et al. 2007: 187). According to the 2002 census, the 
literacy rate is 68% for the total population aged 10 years and older, 76% for male and 61% for 
women (UBOS 2005: 13). 
 
Disease prevalence in Uganda increased from 29% to 40% between 2002/03 and 2005/06 (UNDP 2007: 
94). The adult prevalence rate of HIV-AIDS is 5.4%. There are around 940.000 people living with HIV-
AIDS in the country, with around 77.000 deaths recorded due to HIV-AIDS (estimate for 2007). The 
country has made great progress in the fight against HIV-AIDS, but has not achieved the same 
progress in the case of malaria, which accounted for 80% of illnesses reported during the 1990s (see 
Okidi et al. 2007: 188). Malaria is the leading cause of illness and death in Uganda, while 
tuberculosis remains endemic, especially among HIV-AIDS-infected persons (see UNDP 2007: 94). 
 
Uganda is characterised by tribal, religious and economic disparities. The South is traditionally 
richer, with cash crops being cultivated there, while the Northern part is less developed; 
historically, the colonial government often favoured southerners for office jobs, while northerners 
dominated the army and police forces and often were plantation workers in the south (see Atingi-
Ego/Sebudde 2005: 170). This north-south divide continues to date. The main religious groups are 
Catholics and Protestants (Anglicans, Pentecostals and 7th Day Adventist), making up around 42% 
respectively, and Muslims (around 12%). According to the 2002 census, the following tribes and 
ethnic groups make up a population of more than one million each: Baganda (17.3%), Banyankole 
(9.8%), Basoga (8.6%), Bakiga (7.0%), Iteso (6.6%), Langi (6.2%), Acholi (4.8%), Bagisu (4.7%), 
Lugbara (4.3%), and others (30.7%).168 Especially due to the conflicts in the Northern and Western 
parts of the country, Uganda has a high population of Internally Displaced Persons (IDPs) of 1.72 
million (UNDP 2007: 23).  
 
During the 1960s the economy was relatively well managed, with the Obote regime largely taking 
over and continuing with the corporatist system of the colonial predecessors: the state owned 
large utilities and most heavy industries, protected domestic producers and controlled and 
monopolised foreign exchange, as well as the marketing and processing of the major export crops 
(see Brett 2008: 349). The years until Amin’s takeover in 1971 were characterised by increasing 
patrimonialism and clientelism, which ultimately led to or increased political disorder (see Brett 
2008 for a description of the state failure resulting from it). 
Amin even intensified this process of political repression and bureaucratic and economic 
mismanagement. In 1972, virtually the whole Asian community was expelled from Uganda and 
their assets transferred to Africans, which led to disruptions and the eventual breakdown of the 
economy (Brett 2008: 350). 
                                            
168 UBOS 2005: 12. 
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During 1979 and 1985, the old clientelistic system was reinstalled, including the systematic 
marginalisation of opposition groups, the politicisation of the army and endemic corruption (Brett 
2008: 350). By the time Museveni took office in 1986, GDP per capita had fallen to 58% of what it 
was in 1971 (Collier/Reinikka 2001: 20). 
The 1990s were a decade of recovery, with policy measures implemented along the Economic 
Recovery Programme (ERP) of 1987 (a Washington Consensus structural adjustment package), 
including economic liberalisation, privatisation and the prioritisation of public spending, 
institution-building and investment policy, and poverty reduction strategies largely backed by the 
international donor community.169 Between 1987 and 1996, GDP grew at an average annual rate of 
6.5%, translating into 3.4% of growth in per capita terms (GoU 2010: 10). Uganda recognised the 
importance of regional trade and international markets by becoming a member of the COMESA 
first and the EAC later, with the latter being a regional customs union since 2005. Overall, these 
developments have significantly reduced the risks of conflict in most of the country (see Atingi-
Ego/Sebudde 2005: 176).  
In recent years, however, the growth of the 1990s could not be sustained and income distribution 
disparities have widened.170 Coupled with high population growth and crisis in the global economy, 
growth per capita as well as exports have stagnated, savings and investments declined, all leading 
to concerns of Uganda reaching its poverty reduction targets. 
 
5.2.2. Poverty reduction in Uganda  
 
In 1997, the Government of Uganda endorsed the first Poverty Eradication Action Plan (PEAP) as 
the comprehensive national development planning framework aimed at guiding public action to 
eradicate poverty in Uganda. The PEAP long-term strategic objectives include reduced income 
poverty and inequality, improved human development and increased GDP growth. It was designed to 
span a 20-year period with the overall target of reducing the number of Ugandans unable to meet 
their basic needs to less than 10% by 2017 from a baseline of 44% recorded in the inception year. 
The first revision in 2000 was adopted as the country's PRSP and as a basis for the HIPC initiative. 
The PEAP was revised for a second time in 2004. At each revision the PEAP has maintained its 
overall focus, but the content has evolved to address issues identified over the previous cycle and 
emerging developments.171  
                                            
169 Collier/Reinikka 2001 provide a detailed analysis of the factors leading to the various government overthrows and, 
eventually, Museveni’s taking office. They also provide a detailed description of the measures implemented under the 
ERP and assess their impact until the end of the 1990s.  
170 According to World Bank data, the average annual GDP growth rate (between 2000 and 2007) stood at 5.7% 
(World Bank 2009a: 357).  
171 The PEAP 1997-2000 focused on (i) macro-economic management, (ii) health, primary education, water, roads, 
(iii) research and extension, markets, land, (iv) finance; the PEAP 2000-03 was structured around 4 pillars (1) 
creating a framework for economic growth and structural transformation, (2) good governance and security, (3) 
strengthening the ability of the poor to raise their incomes, (4) improving the quality of life of the poor; the PEAP 
2004/05-07/08 on five pillars (1) economic management, (2) enhancing production, competitiveness and incomes, (3) 
security, conflict resolution and disaster management, (4) good governance, (5) human development. See GoU 
2000a and GoU 2004. 
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The PEAP served as an instrument for the allocation of ODA, guiding the formulation of 
Government policy and the implementation of programs through sector wide approaches and a 
decentralised system of governance. 
From 2007/08 to 2009, a third revision process was started, which culminated in the formulation 
of Uganda’s National Development Plan.172 
Income-poverty headcount declined from 56% in 1992, to 44% in 1997 and 34% in 2000, after which it 
rose to 38% in 2003 (UNDP 2007: 25, Okidi et al. 2007: 171). In 2006 it declined again to 31% (UNDP 
2007: 25). Poverty in Uganda was and remains a largely rural phenomenon, with most of the 
population living in rural areas, and is most pronounced among crop farmers: the disproportionate 
contribution of rural areas to national poverty has remained very high at 96% and regional disparities 
between the north and south have persisted (UNDP 2007: 26, Okidi et al. 2007: 171).  
The continuous rise in inequality, especially since 1997, outweighed the impact of growth on 
poverty.173 Kappel/Lay/Steiner characterise Uganda’s experience as one of moving from pro-poor 
growth to growth without poverty reduction (see Kappel et al. 2005 for a description of Uganda’s 
poverty reduction experience). 
 
Reports and studies on Uganda’s experience in reducing poverty agree that economic growth has 
driven Uganda’s poverty reduction process. During the 1990s, policy stability and the 
Government’s reform agenda, donor commitment and a positive external market environment 
(mainly in relation to worldwide coffee prices, Uganda’s main export, were critical for broad-
based access to the benefits of growth. But these growth rates could neither be sustained nor 
translated into decreasing inequality and structural transformation (see Kappel et al. 2005, Okidi 
et al. 2007 and Selassie 2008 for more details). The sectors which experienced the highest average 
growth rates (industry and services) were those in which a relatively small proportion of the 
population earned its income, but at the same time were those that received most FDI and ODA 
(Okidi et al. 2007: 180). Agricultural growth in the 1990s has been a strong basis for Uganda’s 
achievements in poverty reduction (with most of the population engaged in agriculture and living 
in rural areas), but has since shown lower productivity, low returns and an investment in the 
sector consistently below 4% of the national budget (see Kappel et al. 2005, Okidi et al. 2007). 
This has reduced the impact of overall average growth on the incomes of the poor, resulting in 
deepening welfare inequality (Okidi et al. 2007: 179). However, the measurement of progress 
towards achieving the MDGs shows that Uganda is not doing so badly.174 
 
                                            
172 The recently published National Development Plan circles around the following objectives or themes: increasing 
household incomes and promoting equity; enhancing availability and quality of gainful employment; improving stock 
and quality of economic infrastructure; increasing access to quality social services; promoting science, technology, 
innovation and ICT to enhance competitiveness; enhancing human capital development; strengthening good 
governance, defence and security; and promoting sustainable population and use of the environment and natural 
resources (see GoU 2010). 
173 The Gini coefficient rose from 0.35 in 1997 to 0.40 in 2000 and to 0.43 in 2003 (Okidi et al. 2007: 174, and Kappel 
et al. 2005: 29). According to the Human Development Report of 2009, the Gini index stands at 42.6 and seems not 
to have changed much since 2003 (UNDP 2009). 
174 According to a compilation in the African Economic Outlook of 2009, Uganda is an early achiever of the MDG goals 
2, 3, and 7, is on track for the goals 1, 4 and 6, but is slowly off track for the goal 5 (see OECD/AfDB 2009: 59-65).  
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5.2.3. Selected macro-economic data  
 
Uganda is endowed with fertile soils and relatively high rainfall (with droughts known in the North 
and West of the country) and has natural resources such as cobalt, copper, gold, phosphate, iron 
ore, limestone, natural gas and (recently discovered) oil.  
Traditionally, agriculture is the most important sector of the Ugandan economy, with an estimated 
75.1% of the population employed/engaged in the sector in 2005/06 (GoU 2010: 12) and with 
agricultural exports making up 47% of total exports in 2007 (GoU 2010: 77).175 However, the sector 
only contributed to 23.7% to total GDP in 2008/9 (UBOS 2009), a sharp decline from the past.176  
 
Table 11: GDP contribution by sector in % from 1999/2000 – 2005/06 (at basic prices / factor cost) 
 
Sector 1999/00 2000/01 2001/02 2002/03 2003/04 2004/05 2005/06 
Agriculture 40.9 40.7 39.9 39.0 37.6 36.3 34.0 
Industry 18.6 18.7 18.9 19.3 19.7 20.4 20.5 
Services 40.5 40.6 41.2 41.7 42.7 43.3 45.5 
Source: MoFPED 2007. 
 
Table 12: GDP by economic activity 2004/05 – 2008/09 (at current prices) 
 
Sector / Activity 2004/05 2005/06 2006/07 2007/08 2008/09 
Agriculture 25.1 24.1 22.3 21.2 23.7 
Industry 23.5 22.8 25.1 25.6 24.2 
 Manufacturing 7.0 7.1 7.1 7.3 7.5 
 formal  5.1 5.2 5.2 5.4 5.6 
 informal  1.9 1.9 1.9 1.9 1.9 
Services 45.4 47.2 47.0 47.3 46.4 
Adjustments 6.0 5.9 5.6 5.9 5.8 
Source: UBOS 2009: 202. 
 
The composition of output in Uganda has changed significantly over the past 15 years, with services 
and even industry replacing agriculture as the former largest sector (see tables 11 and 12 above). 
The share of industry has been growing; however, much of industry’s increase in the share of total 
output has taken place before 2001/2 and has since then been flat (Selassie 2008: 9); within 
industry, the share of manufacturing was broadly unchanged at around 7% of GDP over the period 
from 1990/91 to 2005/06 (Selassie 2008: 9) and remains so since 2004/05 (see table 12 above).177 
 
As mentioned above, the 1990s witnessed an impressive economic recovery, accompanied by high 
growth rates, macro-economic stability, improvement in social indicators and high decline in 
poverty. The figure below provides a picture of real GDP growth in this period. 
 
 
 
                                            
175 According to World Bank data, 69.1% of the population were employed in agriculture during the period of 2002 to 
2004 (World Bank 2007a: 321) and agricultural exports made up 74% of the total exports in the period from 2003 to 
2005 (World Bank 2007a: 327).  
176 In 1985, agriculture accounted of 68% of GDP (UNDP 2005: 6). 
177 More details on industry and manufacturing are provided under section 5.2.4. See table 14 in that section for more 
details on growth rates of industry and manufacturing. 
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Figure 11: Real GDP growth rate from 1991 to 2000 
 
Source: UNDP 2005: 5. 
 
The results of the far-reaching structural adjustment reforms that Uganda underwent in the last 
two decades were: commodity and financial market liberalisation, accompanied by stabilisation of 
consumer prices, foreign exchange rates and interest rates. 
The GoU has established a track record of maintaining low inflation at single-digit levels since 
1992/3. Inflation averaged 5% per annum over the last two decades (MoFPED 2009: 15). However, 
since mid-2008, Uganda is facing double digit inflation rates, mainly due to increases in food price 
levels (see MoFPED 2009: 16-18, for more details on recent inflation developments). 
 
Donor/Aid dependency 
In the early 1990s, massive inflows of ODA averaged 12% of GDP and financed social sector and 
infrastructure development (Okidi et al. 2007: 179). Despite the significant role of net private 
inflows, the main source of external financing for Uganda’s growth was foreign aid, which 
contributed to 31% of the country’s growth and 29% of poverty reduction between 1992 and 1997 
(Okidi et al. 2007: 184-5). Brett argues that donors were given a critical policy-making role in 
Uganda (when comparing the country’s recent development to that of Zimbabwe), which has 
prevented many mistakes and provided the financial backing needed to sustain growth, equity and 
the legitimacy of the regime (see Brett 2008: 360). 
In 2009, Uganda’s total debt exposure approximately amounted to 4 billion USD (MoFPED 2009: 
47). Most recently, during the fiscal year of 2005/06, Uganda has benefitted from the cancellation 
of most of its debt owed to the World Bank, the IMF and the AfDB. Before that, in 2000, Uganda 
qualified for enhanced Highly Indebted Poor Countries (HIPC) debt relief worth 1.3 billion USD and 
Paris Club debt relief worth 145 million USD - these amounts combined with the original HIPC debt 
relief added up to about 2 billion USD. 
Uganda is still highly aid dependent, with donor assistance making up more than 40% of total budget 
in 2009. See table 13 below for an overview of the development of various ratios related to debt.  
 
Selassie points out that there are three distinct challenges for economic take-off in countries like 
Uganda: (1) getting growth started; (2) sustaining growth; and (3) economic transformation. He 
contends that Uganda has performed well on the first two accounts, but has not been able to 
translate economic growth into economic transformation and industrialisation, managing a change 
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from a primary-commodity based economy to one where industry and services dominate economic 
activity (see Selassie 2008: 3).  
 
The table below provides an overview of the development of selected macro-economic indicators 
since 2000/01. 
Table 13: Key macro-economic performance indicators (in %) 
Indicator 2000/ 01 
2001/ 
02 
2002/ 
03 
2003/ 
04 
2004/ 
05 
2005/ 
06 
2006/ 
07 
2007/ 
08 
2008/ 
09 
GDP growth  
at market prices   8.5 6.5 6.8 6.3 10.8 8.4 9.0 7.0 
Per capita GDP growth 
at market prices  5.1 3.1 3.4 3.0 7.3 5.0 5.6 3.6 
GDP growth  
at basic prices     6.6 10.3 6.9 8.3 6.7 
          
Value added growth  
at constant 2002 prices  
Agriculture, 
forestry, fisheries     2.0 0.5 0.1 1.3 2.6 
Industry     11.6 14.7 9.6 9.1 3.8 
Manufacturing     9.5 7.3 5.6 7.6 7.2 
Formal     11.8 7.8 4.9 9.2 8.3 
Informal     3.6 6.0 7.7 3.3 4.0 
Services     6.2 12.2 8.0 10.2 9.4 
          
FDI/GDP  2.4 3.4 3.1 3.0 3.5   5.3 4.6 
USh-USD exchange rate  
(official middle rate)    1882.86 1737.69 1825.15 1780.00 1696.45 1873.82 
Domestic revenue/GDP    11.8 11.8 12.3 12.4 12.8 12.4 
Budget deficit/GDP 
(excluding grants) 
   - 9.8 - 7.8 - 7.1 - 7.0 - 4.6 - 7.8 
Budget deficit/GDP 
(including grants) 
   - 1.5 - 0.5 - 2.2 - 1.9 - 2.0 - 3.4 
Current account 
balance / GDP - 4.9 - 5.5 - 5.7 - 1.5 - 3.8   - 3.3 - 6.9 
Expenditure on GDP - 
Export share     14.2 15.3 16.7 21.6 21.3 
Trade deficit / GDP - 8.5 - 9.1 - 10.0 - 9.9 - 9.9   - 6.3 - 8.2 
Debt stock/GDP 63.2 64.8 68.5 63.2 56.2 51.7 14.7 13.1 13.0 
Debt service/exports 13.3 7.6 10.3 9.9 9.0 7.7 2.2 2.2 1.6 
Debt service/domestic 
revenue 14.7 7.4 10.4 11.2 8.8 8.1 2.8 3.2 2.3 
Donor assistance/GDP    11.3 9.1 7.5 9.0 4.8 8.3 
Donor assistance/total 
budget    52.3 46.9 38.5 48.4 27.6 42.4 
Source: MofPED 2005 and 2009.  
 
5.2.4. Industry and manufacturing within the Ugandan economy 
 
Uganda’s industrial sector employs around 10% of the population (MTTI 2008: 9-10). Over the 
decade 1989/90 to 1998/99, the share of industry (and manufacturing) has increased from 11% to 
20% (6% to 10%); over the period 2001/02 to 2005/06, the share of industry to GDP remained in 
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the region of 18.9% and 20.5% (MTTI 2008: 6). In 2008/09, the contribution of manufacturing to 
total GDP at current prices was 7.5% (UBOS 2009: 64). The manufacturing sector grew by an 
average of 12% per annum over the decade of the 1990s. Table 13 above shows the growth rates of 
value added for the manufacturing sector, as part of industry, divided into formal and informal 
manufacturing, since 2004/05. Manufacturing is constrained by the small size of the domestic 
market on the one hand, and has been seriously affected by the energy shortages in Uganda. 
Especially the energy crisis of 2007/08 has resulted in frequent electricity shortages and 
significantly undermined output and growth.  
Uganda’s manufacturing subsector is mostly based on the processing of agricultural commodities. 
Most of the establishments are active in food processing: in 2008, they accounted for 65% of 
employment in the industrial sector (UBOS 2009: 19). Capital goods industries are very few. 
Uganda’s large-scale industries are concentrated in tobacco, beverages, construction materials 
and chemicals; its small-scale industries are dominated by the clothing industry, but also include 
sugar and maize processing units, metal-working, furniture-making and general workshops.178 
According to the 2001/02 Business Register, nearly 80% of all establishments in the manufacturing 
sector employ between 1 and 4 people, around 13% employ between 5 and 9 people, with the rest 
employing more than 10 people (UBOS 2003a: 20-21). MSMEs account for 90% of the manufacturing 
sub-sector, with 39% of these in agro-based industries (GoU 2010: 118). Based on data from the 
Revenue Authority from 2008, manufacturing accounts for 12.6% of all establishments with a 
turnover of more than 10 million USh179 per month (see UBOS 2009: 38).  
The UBOS Business Register of 2006/07 listed 3280 manufacturing businesses (employing more 
than 5 people). According to this survey, 29% of enterprises employing between 5 to 9 persons 
were engaged in furniture-making (see UBOS 2007: 39).  
Of the total number of non-crop household enterprises covered in the UBOS 2002/03 National 
Household Survey, 41% were in mining, quarrying, and manufacturing industry, followed by 36% in 
the trade and services industry (UBOS 2003b: 64). 
Uganda’s levels of industrialisation, savings and investment have improved markedly over the last 
20 years, but remain low when compared to other countries in the region. Selassie highlights that 
the improvement in the level of industrialisation is even more noteworthy given that the sector 
was restructured as trade barriers were lowered, including more recently with Kenya, the regional 
manufacturing powerhouse, in the context of the EAC (see Selassie 2008: 19). The largest flows of 
FDI went to the manufacturing sector, following the return of industries that had been confiscated 
from Ugandan Asians in the early 1970s, as well as promising opportunities in the areas of 
transport, telecommunication, financial, legal and computing services (Okidi et al. 2007: 184). 
However, Uganda’s manufacturing sector is not ranked as very competitive in international and 
regional comparisons – some of the indicators for this are: 
                                            
178 Against this background, two agro-based manufacturing subsectors were chosen for the survey among micro-
entrepreneurs in Uganda: food processing and wood (including sawmilling, furniture-making and crafts).  
179 10 million USh are approximately 5.337 USD (using the official exchange rate of 2008/9 as a basis). 
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o capacity utilisation of manufacturing industries is low, standing at an estimated 50% of 
installed capacity (see GoU 2010: 118) 
o labour productivity is lower than that of other African countries, but monthly wages for 
unskilled labour are higher than those in India and China (see Ishengoma/Kappel 2008: 8) 
o labour productivity in Ugandan MSMEs is lower than in Kenya and Tanzania, although labour 
productivity in larger firms is higher than in these two countries (Ishengoma/Kappel 2008: 8). 
Other characteristics of the Ugandan manufacturing subsector in comparison with different 
country groupings are compiled in the following table 14. 
 
Table 14: Selected data on the manufacturing sector in Uganda (in %),  
compared to SSA, LDCs and African LDCs  
 
Indicator Year/Period Uganda SSA LDCs African LDCs 
Value added as % of GDP * 
 
(A = agriculture;  
I = industry; S = services) 
2003 
A – 33 
I – 22 
S - 45 
A – 14 
I – 29 
S – 57 
  
2006 
A – 32 
I – 25 
S - 44 
A – 15 
I – 32 
S - 52 
  
2007 
A – 29 
I – 18 
S - 53 
A – 15 
I – 32 
S - 54 
  
MVA, average annual real 
growth rate (in %) 
2000-2005 5.83 3.75 7.36 6.93 
2005-2007 0.79 3.16 6.18 5.87 
Non-manufacturing GDP, 
average annual real growth 
rate (in %) 
2000-2005 5.55 4.86 6.14 6.09 
2005-2007 7.23 5.93 7.59 8.56 
MVA per capita, at constant 
2000 US$ prices 
2000 21.32 28.36 25.46 16.74 
2005 24.80 30.19 32.13 20.37 
2007 23.62 30.53 34.53 21.62 
MVA as percentage of GDP at 
constant 2000 prices 
2000 8.88 8.63 9.76 7.35 
2005 9.21 8.26 10.22 7.54 
2007 8.23 7.87 9.98 7.20 
Manufactured exports as % of 
total merchandise exports * 
2002 8 35   
2005 17 33   
2006 21 --   
High-technology exports as % 
of manufactured exports * 
2002 12 4   
2005 14 4   
2006 34 --   
Share of medium-or-high-
technology production in MVA 
2000 9.9    
2005 10.9    
Share of medium-or-high-
technology products in 
manufactured exports 
2000 12.1    
2005 21.4    
Source: UNIDO 2009b and UNIDO Statistical Country Brief for Uganda, drawn from www.unido.org [25.04.2010]. 
            * World Bank 2004a, 2007a, 2009a. 
 
The National Industrialisation Policy formulated a number of targets (to be met by 2017/18) to 
improve the competitiveness of the manufacturing subsector:180 
o contribution of manufactured products to total GDP: 25% 
o contribution of manufactured exports to total exports: 30% 
o value added in industry as percentage of GDP: 30%. 
                                            
180 See MTTI 2008: 8. 
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The main constraints commonly mentioned in relation to Uganda’s manufacturing sector are the 
following:181 
o inadequate physical infrastructure, especially poor electricity supply 
o lack of necessary or inadequate technical and management skills, especially in relation to 
quality management and compliance with international standards 
o low labour productivity  
o poor and unreliable supply of inputs, many of which are imported, but also related to low 
agricultural productivity 
o low level of technology and low science, technology, R&D and innovation capabilities  
o poor institutional support network 
o limited access to credit and high lending rates. 
 
Within the recently published National Development Plan, the GoU foresees the following promotion 
measures for the manufacturing sector, among others (see GoU 2010: 121-122): promotion of agro-
based industries, promotion of locally manufactured products, the promotion of SME industrial 
development, as well as enhancing the development and productivity of the informal (jua kali) 
manufacturing sub-sector.   
 
5.2.5. The business environment and investment climate in Uganda  
 
Various assessments of the business environment, investment climate and overall competitiveness, 
as well as the institutional and legal framework within a country, exist.182 Most of these cover 
issues related to starting a business, registration of property, access to finance, protection of 
investors, trading across borders, enforcement of contracts and closing a business. 
 
As major constraints, the following points are commonly mentioned: 
o weak infrastructure, above all related to (availability and reliability of) electricity and 
roads/trains (with Uganda being landlocked), but also to weak coverage/presence of 
commercial financial institutions throughout the country 
o procedures for business registration and acquiring business licenses are complex, cumbersome 
and expensive, and mostly out of reach for MSEs (especially when not located in the capital, 
with the Business Registry only present in Kampala). 
o cumbersome and costly mechanisms for payments of fees and administrative transactions. 
                                            
181 This enumeration is based on MTTI 2008: 11-14, and GoU 2010: 120-121. 
182 For the purpose of this study, the following studies and reports covering Uganda were consulted: the World Bank 
Doing Business surveys for 2004, 2008 and 2010 (see World Bank 2003, 2007b and 2009b), as well as the 
Investment Climate Assessment from 2004 (see World Bank 2004b); the FIAS study on administrative barriers to 
investment from 2003 (see FIAS 2003); the GEM Uganda studies from 2003 and 2004 (see GEM 2003 and 2004); 
the USAID BizCLIR survey from 2008 (see USAID 2008). The points elaborated in this whole section are based on 
these sources, unless indicated otherwise. Two other relevant sources are Stevenson/St-Onge 2005 (providing an 
assessment of constraints faced by women entrepreneurs in Uganda and recommendations for support measures) 
and Reinikka/Svensson 2001 (using data from a 1998 survey among medium and large companies in Uganda to 
assess the business environment in the country, show that inadequate provision of infrastructure and services affect 
private investment).  
 135
o on-going decentralisation appears to lack a consistent and systemic approach, often leading to 
poor coordination and duplication  
o poor land and property registration system; land title registration system is poorly 
administered and maintained  
o credit remains expensive and difficult to access, particularly for MSEs 
o pervasive corruption, both at the local and national levels. 
 
The most commonly recommended actions for the Government are the following: 
o infrastructure should be made a priority, being an important prerequisite for industrialisation 
(Selassie 2008: 36); improvement of utility provision; improvement of transport infrastructure 
o push forward commercial justice reform; enhance capacities for handling of commercial cases 
by judges and mediators; develop private sector conducted mediation 
o establish effective land and property registration, as well as title administration system 
o pass Insolvency Bill 
o strengthen efforts to combat corruption and ensure accountability 
o develop a comprehensive MSME policy; promote BDS for MSMEs 
o simplify and facilitate the business registration process (i.e. make it more accessible) 
o conduct reforms in customs administration and procedures  
o further reform the financial sector to improve availability and accessibility of credit, services 
such as pensions and insurance, and improve capital market development. 
 
5.2.6. Government policies related to Private Sector Development 
 
In various Government policies it is repeatedly stated that the private sector is the “engine of 
growth”. The most recent national policy document published by the GoU, the National 
Development Plan, reads as follows: “It is Government policy that the private sector will remain 
the engine of growth, employment creation and prosperity for socio-economic transformation in 
the country” (GoU 2010: 65).  
As mentioned above, the overall framework for Uganda’s development agenda is set by the PEAP 
(from 1997-2010) and the National Development Plan (from 2010 onwards). 
Other relevant Government policies for PSD, specifically addressing issues related to 
manufacturing and MSMEs, are the following: 
o The Plan for the Modernisation of Agriculture (PMA) provides the framework for 
interventions in the sector which is most relevant for Uganda’s poverty reduction given that a 
large part of the population is involved in small-scale farming (see GoU 2000b). Furthermore, 
it is relevant since Uganda’s enterprises and export are predominantly agricultural. 
o The Medium-Term Competitiveness Strategy (MTCS), valid for the period of 2000 to 2005, 
highlighted the importance of the private sector as “engine of growth” (see MoFPED 2000a). 
The overall theme was that of “making institutions support private-sector growth”, 
acknowledging the fact that poor delivery of public services, lack of institutional coordination 
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and Government support constrained the private sector’s ability to become the “engine of 
growth”. The main focus was on the following thematic areas: reforms in infrastructure 
provision, strengthening the financial sector and improving services, improving the business 
environment, investment, trade and export promotion, as well as cross-cutting issues such as 
gender, environment, malaria and HIV/AIDS. The importance of (the promotion of) intra- and 
inter-sectoral linkages was highlighted in this strategy. 
o The Strategic Framework for Industrialisation, valid for the period from 2003 to 2008, puts 
emphasis on building or strengthening the link between industry and agriculture through the 
promotion of agro- and resource-based investments, as well as on the creation of investment 
and employment opportunities in small-scale industries for the rural population (see MTTI 
2003). In line with the MTCS, it highlights the importance of upgrading the productive capacity 
of MSEs to harness their potential to contribute towards poverty reduction, as well as the 
promotion of labour-intensive industries for employment creation. Objectives included in the 
strategy are: promotion of acquisition, adaptation and development of appropriate production 
technologies; development of human resources and entrepreneurial capacities; promotion of 
high-quality and standardised products; promotion of resource-based and export-oriented 
industries; promotion of micro- and small-scale industries. 
o The current Competitiveness and Investment Climate Strategy (CICS), valid from 2006 to 
2010, builds on the results and assessment of the MTCS and was also developed through a 
broad-based consultative process. The theme of it is “enhancing competitiveness through 
Public-Private Partnerships”, by working in three main areas: competitiveness of selected 
productive sectors, competitiveness of the investment climate and competitiveness in global 
markets. Key principles of the current competitiveness strategy are: promotion of market-led 
growth, enhancing local value addition, strengthening Public-Private Partnerships and 
development of clusters. Specifically for the development of selected (sub-)sectors, a cluster-
based approach is suggested, mainly based on the development and facilitation of market 
linkages and networks, assessment and pursuit of opportunities for value chain exploitation in 
domestic and international markets (see MoFPED 2007). 
o The National Industrial Policy, published in 2008, sets out the strategic direction for 
industrial development in Uganda for the next ten years. The vision formulated in the plan 
reads as follows: “to build the industrial sector into a modern, competitive and dynamic 
sector fully integrated into the domestic, regional and global economies” (see MTTI 2008). The 
policy defines four focal areas, namely: exploitation and development of resource-based 
industries; promotion of agro-processing; promotion of knowledge-based industries; 
engineering for capital goods, agricultural implements, construction materials and fabrication, 
including jua kali operations.  
 
The financial sector in Uganda 
The GoU implemented financial sector reforms with the aim of strengthening the country’s 
financial system and contributing to its deepening (the privatisation of banks, commodity and 
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financial market liberalisation, and initiatives such as the Micro-Finance Outreach Plan are part of 
this). However, there is still a strong concentration of financial institutions in urban areas; rural 
areas are largely underbanked, with micro-finance institutions having mushroomed there to fill 
the void. These, however, charge extremely high lending rates of about 30 to 36% (Okidi et al. 
2007: 188). The prevailing high interest rates in Uganda are probably linked to limited financial 
depth, high lending risks and lack of effective competition in the financial sector.  
Especially for MSMEs it continues to be difficult to access finance since they usually do not fall 
into the category of micro-finance clients, but do also usually not have the collateral or the 
credible records (such as audited accounts) to secure loans from formal banks, and are often 
considered “high risk” clients due to their poor management skills (see MoFPED 2008: 27).  
 
Agro-based sectors  
As mentioned above, the GoU has declared it a priority to promote agro-based sectors (see the 
PEAP, PMA, MTCS, CICS, Framework for Industrialisation and National Industrial Policy as examples 
of Government strategies in different areas).   
Uganda’s recently published National Development Plan states that, although the share of 
agriculture in GDP has been declining, it continues to remain important since it provides the basis 
for other sectors such as manufacturing and services (see GoU 2010: 77). Government 
interventions are foreseen in this plan to promote value addition and agro-processing, as well as 
increased market access, as a means to increase earnings, especially in rural areas (see GoU 2010: 
84-91). One specific strategy mentioned is to “increase PPPs in value chains in agriculture with 
emphasis on strategic commodities” (GoU 2010: 88). In the manufacturing sector, it is clearly a 
priority to develop agro-industries through the enhancement of value addition to primary products 
(see GoU 2010: 121).  
 
Promotion of linkages and value chains 
Efforts to strengthen the forward and backward linkages are envisaged in the MTCS and CICS through 
what is called the “cluster approach”. Under this approach, sectors with high potential are chosen 
and clusters developed around them. This might provide an opportunity for linking micro-and small-
scale businesses (often operating in the informal economy) to medium-scale and larger firms (in the 
formal economy). Muwonge/Obwona/Nambwaayo highlight that this might provide an avenue for 
informal establishments to graduate to the formal sector (Muwonge et al 2007: 20). 
The theme of value chains is mentioned in all of the above-mentioned Government policies 
relevant for PSD (see GoU 2000b, MoFPED 2000a and 2007, MTTI 2003 and 2008), as well as in the 
recently published National Development Plan (see GoU 2010).  
 
Support to PSD 
When the GoU started its reform process at the beginning of the 1990s, most government 
institutions were very weak. Attention circled around building the capacity of the MoFPED because 
of its key role in formulating/designing and implementing various facets of the ERP. This meant 
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that various programmes were concentrated in the MoFPED, given the weak/low capacity of the 
respective line ministries (such as Ministry of Agriculture, MTTI), ultimately leading to the 
creation of specialised secretariats at the MoFPED: the most prominent programmes housed in the 
MoFPED were the PMA and the MTCS/CICS, as well as the Strategic Exports Interventions 
Programme (Okidi et al. 2007:189-190). This has sometimes undermined the ownership of the 
respective sectors and line ministries involved, but is largely seen positively in retrospective. 
Recovery/Development programmes require effective, transparent and coordinated implementing 
institutions and in the absence of these, the shift of policy responsibilities to other institutions, as 
done in the case of the MoFPED, might be helpful (Okidi et al. 2007: 194).  
It is often claimed that Uganda is well-endorsed with policies, but that the necessary reforms have 
not been properly or fully implemented.183 Selassie contends that the GoU has not been able to 
provide a coordinated/concentrated support to three or four sectors through which the country 
can modernise, but has rather engaged in interventions that were diffused and paid off little 
(Selassie 2008: 37). Although all government strategies highlight the importance of donor 
contributions and, particularly the recent National Development Plan, call for coordination and 
cooperation, as well as alignment to national priorities and procedures, interventions still seem a 
little scattered. However, it has to be mentioned that Uganda stands out as an example at the 
international level for donor coordination, especially in the area of sector-wide approaches and 
pooled funding mechanisms. The most recent example of improved donor cooperation and 
coordination is the Joint Assistance Strategy for Uganda, signed by a total of 12 multilateral 
and bilateral donor agencies, including the EC, World Bank and DfID (see UJAS 2006).  
As mentioned in the chapters 2 and 3, government and donor PSD programmes are usually 
implemented in partnership with public and private-sector institutions working at the so-called 
meso-level. Prominent institutions in Uganda are UBOS, the Uganda Investment Authority (UIA), 
Uganda Revenue Authority (URA), Office of the Registrar General, Uganda National Bureau of 
Standards (UNBS), from the public side, and the Private Sector Foundation Uganda (PSFU), Uganda 
Manufacturers Association (UMA), Uganda Small-Scale Industries Association (USSIA), Enterprise 
Uganda, Uganda National Association of SMMEs Organisations (UNASO, formerly known as 
NCUSBO), Uganda National Chamber of Commerce and Industry (UNCCI), Uganda Gatsby Trust and 
the Uganda Women Entrepreneurs Association (UWEAL), representing the private sector. 
To complement the GoU’s capacities and pursue private sector led growth, the principle of 
Public-Private Partnerships (PPP) was embraced around the mid-1990s. However, it became 
apparent since then that the segregation of public and private actors was not always honoured, 
with government officials often being key domestic actors in the private sector: various cases of 
corruption have surfaced, government interference in determining allocation of opportunities and 
participation (such as in the AGOA case), and firm-specific interventions have been common (Okidi 
et al. 2007: 190-191). In all of the above-mentioned Government policies that provide the 
                                            
183 Within a business and investment climate assessment, USAID documents that there is a pervasive feeling among 
stakeholders that “talk of change has become just that – talk” (USAID 2008: 7), referring to the fact that many of the 
reforms launched by the Museveni government, since taking office in 1986, have frequently not produced tangible 
results.  
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framework for PSD in Uganda, PPPs are mentioned as means/vehicles for implementation of 
envisaged measures (see GoU 2000b and 2010, MoFPED 2000a and 2007, MTTI 2003 and 2008). 
Some authors consider this not to be enough and call for a national policy to encourage broad-
based and competitive PPPs, instead of firm-specific interventions, and to provide innovative 
structural incentives for creating backward linkages to Uganda’s economy to broaden participation 
(see, for example, Okidi et al. 2007: 194). 
 
 
5.3. MSMEs in Uganda 
 
5.3.1. Definition of MSMEs in Uganda 
 
There is no official and standardised/uniform definition of MSMEs in Uganda. 
 
A MoFPED Policy Paper on Micro- and Small Enterprises describes micro-enterprises as those 
businesses employing less than 5 people; having value assets below 2,5 million USh, excluding 
land, buildings and working capital; having an annual turnover of less than 10 million USh, the 
threshold for business-related tax (MoFPED 2000b: 1). Small enterprises are described as 
enterprises employing between 5 and 50 people; having value assets below 50 million USh, 
excluding land, buildings and working capital; having an annual turnover between 10 and 50 
million USh, the threshold for business-related tax (MoFPED 2000b: 2).184 Qualitative for micro-
enterprises include seasonal operation, lack of formal registration, and limited access to formal 
services, no tax-payment and weak management in terms of education and administrative 
capabilities (MoFPED 2000b: 1). Small-scale enterprises, in turn, are considered to operate the 
whole year round, be formally registered and taxed, having owners and managers that are more 
educated and/or trained in comparison to those of micro-enterprises (MoFPED 2000b: 2). 
 
In the Uganda Business Register of 2001/02 (and the update of 2006/07), informal businesses were 
defined as those employing less than 5 people (see UBOS 2003a and 2007). Only formal businesses 
(those employing 5 people and more) were covered in both rural and urban areas in this survey. 
The survey was furthermore restricted to businesses with fixed premises. The 2006/07 Business 
Register, an update from 2001/02, does also not provide any information on businesses employing 
less than 5 people. 
 
The UBOS Household Survey of 2002/03 covered household enterprises and rural-based small-scale 
establishments. These are businesses undertaken by households with or without a fixed location. 
The activities covered in this survey as part of the informal sector included livestock, poultry, bee-
keeping, fishing, forestry, mining, quarrying, manufacturing, hotels and lodges, eating places, trade 
and services (see UBOS 2003b). In this study, the threshold for enterprises operating in the informal 
                                            
184 Considering an average exchange rate of 0.00062 USh/USD for the year 2000, the thresholds used in the 
definitions make up approximately 1.550 USD (2.5 million USh), 6.200 USD (10 million USh) and 31.000 USD (50 
million USh).  
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sector was set at 5 paid employees (irrespective of the number of working proprietors or unpaid 
family helpers).  
 
The IFC, in its MSME database, defines micro-enterprises in Uganda as those enterprises employing 
between 1 and 9 people and small-scale enterprises as those employing 10 to 49 people (see IFC 
2007a, as well as section 3.1.1). 
 
A document to guide the development of a National MSME policy and strategy recommends the use 
of a definition based on the MoFPED definition from 2000. According to this document, a micro-
enterprise is defined as employing a maximum of 4 people, with annual sales/revenue turnover of 
maximum 12 million USh and total assets of maximum 12 million USh; a small enterprise is defined 
as employing maximum 50 people, with annual sales/revenue turnover of maximum 360 million USh 
and total assets of maximum 360 million USh; and a medium enterprise is defined as an enterprise 
employing more than 50 people, with annual sales/revenue turnover of more than 360 million USh 
and total assets of more than 360 million USh (see Commonwealth Secretariat 2007: 28).185 
 
5.3.2. Studies on MSMEs in Uganda 
 
USAID conducted an extensive national baseline survey in 1995, covering 5143 enterprises from 
various subsectors, including entrepreneurs who had shut down their business. Information on 
several aspects was gathered, providing a comprehensive picture of MSMEs: size and ownership, 
age/lifespan, location and characteristics of enterprise premises (such as security and physical 
structure), labour force characteristics, enterprise growth and expansion, problems faced by the 
enterprises, linkages and export potential, access to utilities, savings and credit, as well as 
business support, and expressed needs of the enterprises. For those businesses that were closed 
down, reasons for and tools/stock management upon closure was assessed, as well as the activity 
pursued afterwards by the entrepreneur (see USAID 1995). 
Matovu analyses firm characteristics and organisation, as well as the extent of networking in four 
clusters in Kampala. In his study, he presents the findings of a survey among 216 enterprises in the 
metal- and wood-working subsectors (see Matovu 1999). 
Snyder compiles interviews with 74 female entrepreneurs, conducted between 1996 and 1998 
across Uganda, to describe a variety of formal and informal businesses run by women, from farms, 
home-based enterprises, mutual support groups, market stalls, micro-entreprises and SMEs up to 
large businesses (see Snyder 2000). 
Sengendo et al. discuss the findings of a survey among 500 manufacturing businesses (including 
food processing and wood/furniture), active in Kampala’s informal sector, and analyse their role 
in employment creation (see Sengendo et al. 2001). 
Sørensen presents the results of a survey among maize-traders conducted in 1994/95. Many of 
their transactions are based on family and kinship ties, although many traders disapprove of 
                                            
185 Considering an average exchange rate of 0.00059 USh/USD for the year 2007, the thresholds used in the 
definitions make up approximately 7.080 USD (12 million USh) and 212.400 USD (360 million USh). 
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cooperation with relatives. The importance of trust in order to prevent risk and build up long-term 
relationships is discussed (see Sørensen 2001). 
Kappel/Lay/Steiner present the findings of a survey among 265 micro- and small-scale businesses 
from 2003. They find that employment in MSEs can be key for escaping poverty, but also that MSEs 
face a number of institutional distortions and capacity constraints that undermine profit-seeking 
entrepreneurial behaviour and the growth of the enterprises (see Kappel/Lay/Steiner 2004). 
The Global Entrepreneurship Monitor conducted two studies in Uganda in subsequent years. The 
studies differentiate between necessity and opportunity entrepreneurship and conclude that Uganda 
is one of the most entrepreneurial countries in the world (see GEM Uganda 2003 and 2004). 
Adebua and Okurut conducted a survey among 202 small- and medium-scale industrial enterprises 
(with 6 to 50 employees) in Kampala to assess the sources of credit for fixed capital and working 
capital investments, as well as the linkages between formal and informal credit, providing policy 
recommendations for SME financing based on that (see Adebua/Okurut 2004). 
Muwonge/Obwona/Nambwaayo review the UBOS 2002/03 household survey and derive 
recommendations for addressing the informal sector (see Muwonge et al. 2007). 
Ishengoma/Kappel use the data of a survey from 2003 to analyse business constraints faced by 
MSEs from the manufacturing sector. The results reveal that MSEs’ growth potential is negatively 
affected by limited access to productive resources (finance and business services), high taxes and 
lack of market access (see Ishengoma/Kappel 2008). 
The MoFPED has recently carried out a survey in 2007 covering 263 enterprises active in the food 
industry and trade/commerce (see MoFPED 2008). The findings are compared to the UBOS Business 
Register Surveys and policy recommendations drawn from it, such as the establishment of an MSME 
Authority. 
Rooks, Szirmai and Sserwanga discuss the characteristics and determinants of entrepreneurial 
behaviour in Uganda, based on a survey among 737 urban and rural entrepreneurs in Central 
Uganda conducted in 2008. They conclude that Ugandan enterprises are predominantly very small 
and not very dynamic, with only a very small subset of sample entrepreneurs able to classify as 
dynamic entrepreneurs in the Schumpeterian sense (see Rooks et al. 2009). 
 
5.3.3. Background information on MSMEs in Uganda 
 
There is no reliable/consistent data on the number of enterprises in Uganda, as well as the 
number of people employed by them.186  
USAID estimated a total of around 850.000 enterprises in the country, based on an extrapolation of a 
survey of 5.143 enterprises conducted across rural and urban Uganda in 1995 (see USAID 1995: 13).  
The 2001/02 Business Register estimates the number of businesses in Uganda at around 160.000 
enterprises, employing around 444.000 people (see UBOS 2003a: 5). According to this survey, 
around 10.500 of all enterprises employ more than five people (i.e. can be considered to be 
                                            
186 Especially many MSEs are not registered and/or do not have fixed premises and therefore fall under the radar of 
formal counting processes.  
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formal according to the UBOS definition), making up only 13% of total businesses in Uganda (see 
UBOS 2003a: 6). This number has risen to around 17.000 businesses in 2006 (see UBOS 2007: 14).187 
The UBOS 2002/03 National Household Survey reported a total of around 1.763.000 MSEs (defined as 
non-crop household enterprises with less than 5 workers), with a total of around 1.782.000 owners, 
which means that some entrepreneurs own MSEs jointly (see UBOS 2003b: 63-66). 
According to the MoFPED, there are around 800.000 MSMEs in the country, employing around 1.5 
million people, representing up to 90% of all non-farm private sector workers, growing at an annual 
rate of 20% and contributing to 20% of GDP (MoFPED 2000b: 1; MoFPED 2008: 9; GoU 2010: 24). 
The GEM surveys estimate the number of existing firms in Uganda at around 2.350.000, with an 
estimated number of owners/managers of around 3.580.000 (GEM 2004: 14). According to these 
surveys, more or less a third of Ugandans are engaged in entrepreneurial activities (either motivated 
by necessity or opportunity) in 2003 and 2004 (GEM 2004: 14). 
 
The vast majority of enterprises in Uganda employ less than 10 people; the majority of them are 
located in Kampala and the Central region of the country; the main sectors of engagement of 
MSMEs are trade, commerce and services.188  
 
Key constraints faced by MSMEs in Uganda, most commonly mentioned in surveys and policy 
papers, include:189 
o limited entrepreneurial and management skills, expressed in issues such as poor record-
keeping, spontaneous/intuitive decision-making, and lack of separation between ownership 
and management/operation of a business 
o large pool of unskilled labour; low skills and education level of the workforce 
o limited access to and high costs of finance; lack of savings 
o limited access and availability of business support services 
o limited access to information on market opportunities 
o limited access to appropriate technology, as well as information on it 
o high costs of utilities and poor infrastructure; especially the availability (reliability and 
affordability) of electricity stands out; also the quality of transportation and access to 
telecommunications are considered limitations 
o high costs of doing business, including poor enforcement of contracts, delays and high costs of 
registration and licensing of firms, corruption  
o lack of or limited organisation for effective advocacy and engagement in public-private 
dialogue (this is especially true for MSEs); large number of organisations existing, with 
overlapping mandates, that (on paper) represent the interests of MSMEs 
o lack of national policy for the informal sector, linked to poor information on legal/regulatory 
practices such as business registration; inappropriate policies for MSME development. 
                                            
187 As mentioned above, the 2006/07 Business Register does not provide any information on businesses employing 
less than 5 people (i.e. considered informal according to the UBOS definition). 
188 See UBOS 2003a and 2007, and MoFPED 2008: 17-23, for further details. 
189 The enumeration is based on Muwonge et al. 2007: 18-20, and MoFPED 2008: 23-29. 
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5.3.4. The informal economy in Uganda 
 
The 2001/02 (2006/07) Business Register estimates the size of the informal sector (defined as 
those establishments employing less than 5 people) at 87% of the total number of businesses 
(UBOS 2003a: 6).  
The 2002/03 National Household Survey revealed that around 1,8 million households (36% of all 
households in Uganda) own a non-crop household enterprise classified as informal (UBOS 2003b: 
62), with around 2.5 million people (10% of the total population) engaged in them (UBOS 2003b: 
64-65). Of these, 69% are working proprietors, 22% are unpaid helpers and 3% paid regular 
employees (UBOS 2003b: 65). In terms of gender, 61% of all people engaged in non-crop 
enterprises are male (against 39% females), with a very pronounced difference between paid and 
unpaid family helpers (UBOS 2003b: 66).190 
Muwonge/Obwona/Nambwaayo contend that linkages between the formal and informal sectors in 
Uganda are weak in terms of market, credit/capital, raw material, equipment/machinery and 
subcontracting linkages, but provide no empirical evidence for it (see Muwonge et al. 22007: 13-15). 
 
According to Sengendo et al., the rise of the informal sector in Uganda can be largely attributed 
to the 1970s and 80s, with an economic policy that emphasised numerous controls and 
regulations, coupled with a freeze in the job market and civil service restructuring (see Sengendo 
et al. 2001). Matovu also explains the emergence of a vast parallel economy, commonly known as 
magendo, when the formal economy collapsed in the 1970s, along these lines (see Matovu 1999: 49). 
Another cause for the growth of the informal sector is considered to be the lack of policies to 
address the costs of Structural Adjustment Programmes implemented since 1987: many of those 
retrenched and retired had no opportunity, enough capital or business knowledge to invest in the 
formal economy (see Muwonge et al. 2007: 16). The most common cause for the growth of the 
informal economy, however, is considered to be rising poverty since the late 1990s, with most 
households moving out of agriculture to join non-agricultural self-employment more likely to end 
up in the informal sector than the formal sector (see Muwonge et al. 2007: 16-17). In this way, the 
informal sector has proven to be resilient to both political and economic instability and strife, as 
well as a fallback-option or refuge during these times. 
The high rate of population growth and, therefore, the large increase in employable labour force 
per year has not been met by employment creation in the formal sector, forcing many people to 
be either underemployed or become self-employed. The low barriers of entry, the possibilities for 
tax evasion, the use of local resources and the need for less sophisticated infrastructure and 
technology, also contribute to people joining the informal sector (see Sengendo et al. 2001: 26). 
As part of an explanation for the causes of a large informal economy, Muwonge et al. contend that 
the political turmoil and collapse of the economy in the 1970s contributed to the development of 
a poor business culture and petty business mentality among some Ugandans (Muwonge et al. 2007: 
                                            
190 Of all male (female) engaged in non-crop household enterprises, 13.69% (2.2%) are paid (regular or casual) 
workers and 19.27% (25.87%) are unpaid helpers, the rest being working proprietors. See UBOS 2003b: 66 for more 
details. 
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16). According to them, people have since become hesitant to engage in long-term business as a 
result of the political insurgencies. This is a view shared by other authors and studies that state 
that the background of war/conflict, autocratic regimes and social and institutional collapse has 
created an atmosphere characterised by opportunism and lack of trust (see, for example, 
Collier/Reinikka 2001: 15, Sørensen 2001: 316, and USAID 2008: 19). 
Also the incidence of HIV-AIDS may explain the growth of the informal sector: as households seek 
coping mechanisms when affected by the disease, the informal sector is usually the first 
destination since start-up costs are usually lower and skills needed are lower or can be acquired 
on a learning-by-doing basis (see Muwonge et al. 2007: 17). 
 
5.3.5. Policies and interventions directed at MSMEs in Uganda 
 
A policy paper on MSEs exists from the year 2000, providing strategic policy recommendations and 
an agenda for action (see MoFPED 2000b). A draft for a new policy was elaborated with support of 
the Commonwealth Secretariat and in cooperation with private sector stakeholders in 2007 (see 
Commonwealth Secretariat 2007). 
As mentioned earlier, all GoU policies related to PSD highlight the importance of MSMEs and 
mostly also envisage specific interventions to target them (see especially the MTCS/CICS, as well 
as the National Industrial Policy and the National Development Plan). These include the promotion 
of intra- and inter-sectoral linkages, appropriate technologies, technology transfer, improvement 
of financial service delivery, training and advice, as well as information provision.  
 
The institutional environment to support MSMEs is very diverse; the most prominent institutions 
serving the interests of MSMEs are the following: UMA, USSIA, Enterprise Uganda, PSFU, 
UNASO/NCUSBO, UNCCI, Uganda Gatsby Trust. Recently, the Uganda Investment Authority created 
a division to handle SME matters following a directive from the Cabinet. 
However, many of these institutions are heavily dependent on donor funding and often extremely 
engaged in implementing donor-funded programmes, limiting their capacity to effectively engage 
in the representation of MSME interests in public-private dialogue. Furthermore, the informal 
sector is largely not represented by these institutions at all. A competition for funding from 
donors and government, resulting in a lack of cooperation among these institutions with 
overlapping mandates can be observed as well.  
 
The most well-known donor programmes related to MSMEs include the EC-financed BUDS-SSE, the 
UNIDO Master Craftsman Programme, the GTZ’s PEVOT, the USAID SPEED and SCOPE projects, the 
World Bank Private Sector Competitiveness Programme, and the UNDP Income Generation and 
Sustainable Livelihoods Programme. Most of these programmes cover the issues identified as 
priorities in the MTCS and CICS, namely: creation of an enabling environment, improving BDS and 
financial service delivery, entrepreneurship training, management and technical skills upgrading, 
dissemination of information, improvement of technology development and transfer, as well as 
improvement of the country’s business and investment environment. 
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6. Methodology  
 
There has been an on-going debate on the appropriateness of different approaches and methods in 
social research (see Kelle 2007: 25-39, for a historical overview of the “war” between the 
qualitative and quantitative paradigms). Adherents of quantitative research (positivists) and 
qualitative research (constructivists or interpretivists) respectively, have long advocated for an 
incompatibility of the two paradigms, mainly based on three arguments (see 
Johnson/Onwuegbuzie 2004: 14, and Kelle 2007: 39-52):  
o incommensurability of research paradigms (the “incompatibility thesis”): qualitative and 
quantitative research have long been seen as two extremes;  
o lack of rigor in qualitative research: qualitative methods involve creative processes that are 
difficult to measure, which is why many scholars consider these techniques to be unsystematic 
and not rigorous enough to ensure validity and reliability of the research; 
o missing guidance for conducting systematic combined qualitative-quantitative research.  
 
To reconcile the seemingly contradictory demands of theory development and application of 
rigorous research techniques, so-called mixed-method studies have been introduced. “Mixed 
methods research is formally defined as the class of research where the researcher mixes or 
combines quantitative and qualitative research techniques, methods, approaches, concepts or 
language into a single study” (Johnson/Onwuegbuzie 2004: 17). The integration of qualitative and 
quantitative methods aims at combining the strengths and overcoming the weaknesses of both 
approaches.  
Johnson/Onwuegbuzie distinguish two major types of mixed methods research: a mixed-model 
design, whereby qualitative and quantitative approaches are mixed within or across the various 
stages of the research process, and a mixed-method design, whereby an overall research study 
includes both a qualitative and a quantitative phase (Johnson/Onwuegbuzie 2004: 20-22). 
Mayring proposes four possibilities of combining qualitative and quantitative research:191  
o exploratory or preliminary study model: qualitative and quantitative methods are applied in 
sequential order; qualitative data collection is aimed at investigating a field, developing 
hypotheses and creating instruments for subsequent quantitative measurement or hypotheses 
testing; 
o generalisation model: a qualitative study is undertaken and completed, while in a second step 
this qualitative material is used for further quantitative analysis to derive both theory and 
generalisable results; 
o elaboration model: a quantitative study is first undertaken and completed, while in a second 
step a qualitative analysis is done to investigate and understand the results and the problem 
in-depth and derive new theoretical insights; 
                                            
191 See Mayring 2001: [21-25]. 
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o triangulation model: in this case a research question is approached from several points of 
view applying several methods; both qualitative and quantitative procedures are combined in 
order to cross-validate or corroborate findings of the two approaches; the different methods 
applied remain autonomous, operating side-by-side, the meeting point being the issue under 
study (Flick 2006: 265). 
 
In the case of the current study, a mixed method research is undertaken by combining  
(1) a questionnaire-based survey among micro-enterprises and (2) expert or key informant 
interviews.192 Figure 2 in the introductory chapter provides an overview of the research design and 
methodology applied in the study.  
In the following, both the survey among micro-entrepreneurs and the expert interviews conducted 
in Uganda are described in more detail. 
 
 
6.1. Survey among micro-entrepreneurs 
 
6.1.1. Sample selection 
 
Choice of economic activities 
Based on the fact that this study wants to explore backward and forward linkages, as well as 
cooperation among micro-enterprises, as well as between them and enterprises of different sizes 
and sectors, the decision was taken to gather information on micro-enterprises engaged in 
manufacturing (i.e. involving the transformation of raw material). This was done thinking that 
the probability of existence of linkages between micro-enterprises and other businesses would be 
higher in this sector, as well as because some kind of value addition takes place at the level of 
these micro-enterprises, ideally leaving room for upgrading.  
Specifically, two sectors193 were chosen for the survey among micro-entrepreneurs: food 
processing and wood. As mentioned in the previous chapter, the Government of Uganda has 
declared it a priority to promote agro-based sectors (see the recent National Development Plan 
(GoU 2010), as well as MoFPED 2000a and 2007, and MTTI 2003 and 2008, as examples). The 
selection was further based on the following facts: various surveys among MSMEs and reports on 
the Ugandan economy state the importance of and the high dominance/presence of MSEs in these 
economic activities, especially in urban centres; they represent rather traditional sectors, but 
with growth potential; they represent sector that are rather labour-intensive in production; one 
sector is rather male-dominated (in the case of the wood sector) and the other rather dominated 
by women (in the case of food processing), maybe providing a basis for showing/identifying 
                                            
192 In terms of sequence, the survey among micro-entrepreneurs was conducted first. In this way, the expert 
interviews could also serve the purpose of helping in the interpretation of some of the preliminary 
impressions/findings/results. 
193 The term “sector” is used, although the term “subsector” might be more suitable, with the chosen activities being 
part of the industrial sector and the manufacturing subsector. 
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gender-based differences in linkage development; the embeddedness in local value chains can be 
studied in both sectors given Uganda’s natural resource endowment and agricultural base of the 
economy; both sectors include products that could potentially be attractive for export markets, 
but in any case have relatively diverse customers and end markets; both sectors cover activities 
that are relatively “visible”194, one because it deals with perishable goods and basic needs of 
customers are involved (in the case of food processing) and the other one because it deals with 
bulky goods. 
 
Threshold definition of enterprise size  
The previous chapter elaborated on the fact that there is no official and uniform Ugandan 
definition for MSMEs. For the purpose of the survey, micro-enterprises were defined as employing 
up to 10 employees195, based on the following reasons: 
o various studies conducted in Uganda, including the UBOS Business Register and Household 
Surveys, indicate that the vast majority of firms operating in the country employ up to 10 
people (see USAID 1995, Matovu 1999, UBOS 2003a and 2003b, Rooks et al. 2009, as examples); 
o in numerous international studies, micro-enterprises are defined by the threshold of 10 
employees and many countries use this threshold to define micro-enterprises (see examples of 
MSME definitions in chapter 3);196  
o by using this size definition, the likeliness of covering both formal and informal enterprises 
was hoped to be higher; also the likeliness of covering more business- and long-term-oriented 
entrepreneurs as well as those more motivated by necessity was hoped to be higher. In this 
way, it was thought that the broad variety of micro-entrepreneurs could be pictured.197 
 
Geographical coverage 
The survey among micro-entrepreneurs was carried out in the Central, Eastern and Western parts 
of Uganda. Only major cities or urban centres were covered.198 Apart from the capital Kampala, 
the following cities were covered: Luwero (in the centre), Jinja, Busia, Masafu, Mbale, Soroti, 
Tororo (in the East), as well as Masaka, Mbarara, Kawanda, Kabale and Kisoro (in the West). 
 
Sample selection 
Given that no reliable and consistent information was obtained from public institutions (such as 
UBOS, the City or Local Councils and the Uganda Revenue Authority), as well as private 
                                            
194 This was considered to be important since the selection of micro-enterprises was done on the basis of a 
convenience sampling.  
195 The threshold is defined as 10 or less employees, excluding the owner of the business, and in a broad sense, i.e. 
not only referring to paid employees, but also to family members and other (unpaid) helpers/workers. 
196 For Uganda, the IFC defines micro-enterprises as employing between 1 to 9 people (see IFC 2007a). Charmes 
contends that indeed the threshold of 10 employees seems to correspond with changes in structures and behaviour, 
also linked to the criterion of registration, based on more detailed empirical studies (see Charmes 1990). 
197 Explicitly, the definition of informal enterprises applied by UBOS (i.e. those employing between 1 and 4 people) is 
not supported. But taking into account the definitions of UBOS, the term micro-entrepreneurs and MSEs will be used 
widely as synonyms in this study, especially when the floating transition between formality and informality is to be 
highlighted. See also the previous description on the link between MSEs and the informal sector under section 3.1.3. 
198 This was done due to time and financial constraints. Some villages around the town of Mbarara were covered: 
these were the only entrepreneurs surveyed in rural settings.  
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institutions (such as associations) on registered and non-registered entrepreneurs199, the following 
approach was used: 
(1) Activities of interest were identified. In the wood sector, these included timber selling, saw 
milling, wood crafts and carving, furniture making, carpentry, grass and cane work.200 In food 
processing, the following activities were covered: baking, snacks, butchery, dairy, milling, 
juice-making, brewing, oil, catering/food vending.  
(2) Locations where any of these activities are predominant were identified. 
(3) Micro-entrepreneurs involved in any of these activities were chosen at random in each of the 
locations identified so as to capture the diversity of enterprises active in the two chosen 
sectors (mainly in terms of activities, gender of the owner, location of the enterprise).201 It is 
important to note that the study sample was largely a convenience sample, which means that 
the breakdown by activity does not necessarily reflect the actual breakdown in the sectors 
studied. However, activity- and gender-related biases were tried to be avoided by cross-
checking the approximate breakdown with PSD/MSE experts and available studies/surveys on 
MSEs in Uganda. 
 
6.1.2. Design of survey instrument  
 
The objective of the MSE survey was to get insights into their participation in different value 
chains in the two sectors: the general conditions under which MSEs operate, the relationships that 
exist with enterprises of a similar size as well as with smaller/larger ones (coordination, 
cooperation agreements, sub-contracting, etc.), the importance of the local culture and social 
relations, etc. The decision was taken to conduct a rather traditional questionnaire-based survey 
among MSEs rather than to choose specific products and try to analyse the whole value chain, 
starting from the end market.  
 
The questionnaire was developed on the basis of secondary literature (related to PSD, MSMEs in 
SSA and value chains), reports/studies on MSMEs in Uganda (including similar studies/surveys 
undertaken in the country)202, as well as conversations with PSD experts in the country. This 
                                            
199 Such information could have provided a sampling frame and could have been used to identify clusters of activities 
and the level of activity mix in various locations. Ideally, this would have been used as a basis to apply stratified 
sampling methods to identify the sample of micro-enterprises. The option to base the selection of entrepreneurs to be 
interviewed on the basis of membership lists from associations (such as USSIA and UMA) was discarded for various 
reasons: the lists might not be updated, they might not be represented in and have members in all selected major 
urban centres to be covered, they might not include informal entrepreneurs since, according to statements from these 
institutions themselves, they “encourage their members to register”, there would be a bias in favour of organised 
entrepreneurs (while one of the interests of the research is/was to find something out related to willingness to 
cooperate). Another option that was discarded for the selection of entrepreneurs was beneficiaries of different donor-
funded projects/programmes. The option of conducting a household survey in a specific area was considered not to 
be feasible, mainly for time and financial constraints: many households would probably not own a business and if, 
then it might not be in one of the two sub-sectors of interest. 
200 Note that these activities fall under different (statistical) categories of industrial activities and are therefore not 
grouped in one category in Ugandan statistics. 
201 The interest was also to cover those enterprises without fixed location or premises, as well as home-based 
entrepreneurs. 
202 See the ones mentioned in the sections 5.3.2 and 5.3.4 in the previous chapter. 
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literature review provided insights into the main issues that influence the growth process of 
micro-enterprises, as well as the creation of linkages.203  
Trials were run with a small number of micro-entrepreneurs in Kampala before arriving at the 
final version of the questionnaire.  
The result was a standardised questionnaire (i.e. made up of close-ended questions) with some 
open questions. Some questions were left open-ended in order not to limit the responses and give 
the micro-entrepreneurs to express themselves in their own way. 
The final questionnaire covered 10 “topics” or sections to gather information on the general 
situation that MSEs are in, as well as on the linkages they are involved in: 
• general information on entrepreneur 
• start-up and establishment of enterprise 
• finance 
• labour / employees 
• machines / access to technology  
• sourcing situation 
• distribution 
• competitive conditions 
• business environment 
• cooperation with other enterprises.204 
 
In a next step, the English version of the questionnaire was translated into Luganda, the main 
local language spoken in Uganda.  
The final version of the questionnaire can be found in annex 2.  
 
6.1.3. Data collection 
 
Personal interviews were undertaken on the basis of the final and translated version of the 
questionnaire by a team of two people. 
Only the owners or managers of the MSEs were interviewed.205 
In general, a conversation was built around the questionnaire. The average duration of an 
interview was one hour. All interviews were undertaken by myself and a local research assistant 
who, whenever necessary, translated questions into Luganda or answers into English.  
 
Fieldwork began on the 12th of July 2004 and ended on the 30th of August 2004, with interruptions. 
In total, 210 micro- and small-scale entrepreneurs were interviewed in this period. 
 
                                            
203 Roughly, these issues can be classified into four categories: entrepreneur characteristics, firm characteristics, 
relational and contextual factors (Nichter/Goldmark 2009: 1453). Just to name a few factors: the gender, education 
level and work experience of the entrepreneur are significant determinants of a businesses’ growth/success, as well 
as issues such as start-up capital, education level of employees, registration and tax payment, access to finance and 
technology, support structures, infrastructure (see Mead/Morrisson 1996, Mead/Liedholm 1998, Arimah 2001, 
Nichter/Goldmark 2009, as some examples). 
204 No other survey conducted in Uganda addresses this issue specifically. 
205 In most cases, this coincided. If the owner/manager was not present, an appointment was made for a later hour or 
another day. If he/she could still not be reached then, that particular micro-enterprise was not included in the study. 
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6.1.4. Data processing and analysis 
 
The data collected through the questionnaire was coded. After reviewing the 210 questionnaires, 17 
were discarded for not containing consistent and/or complete information. Therefore, data related 
to a total of 193 micro-entrepreneurs was inserted into SPSS (version 13) in the end. 
Frequency distribution, percentages and cross-tabulation were some of the statistical methods 
applied through which different types and characteristics of linkages/relationships between micro-
enterprises and other businesses and their integration/participation in value chains are explored. 
The open-ended questions were content-analysed for categorisation. 
 
6.1.5. Survey problems and constraints 
 
Because of the relatively low levels of literacy among micro- and small-scale entrepreneurs, it was 
decided that undertaking personal interviews would be the only way to ensure a high response 
rate on the one hand, and, more importantly, reliable data on the other hand. To address the 
language barrier, the questionnaire was translated into Luganda, which is the main local language 
spoken or at least understood in all parts of Uganda. Furthermore, a local research assistant was 
present at all interviews and translated whenever necessary.  
 
Given that the enterprises were selected on the basis of convenience sampling, the statistical 
representativity of the study is low. This is related to the fact that most MSEs operate informally, 
i.e. are not registered, to the impossibility of gathering consistent information on the exact 
numbers and locations of registered enterprises, as well as to the fact that both home-based 
entrepreneurs and those working without fixed premises were included in the survey. However, 
through the close cooperation with various local and expatriate experts, it is believed that a 
realistic picture of the situation that MSEs are in could be drawn from the entrepreneurs that 
were interviewed. 
 
A relatively sceptical population was faced. Some entrepreneurs suspected the survey team to be 
linked to the Uganda Revenue Authority. Consequently, some entrepreneurs were unwilling to 
provide information on sensitive areas such as income. A few entrepreneurs seemed to have a 
rather negative attitude towards surveys and researchers. Especially among the carpenters in the 
major clusters in Kampala (Bwaise and Kisenyi), people seem to have been interviewed quite 
often and promised benefits from surveys which they do not see.  
 
The notion of ethnicity was introduced. This was not defined in terms of African, Asian or 
European origin of the entrepreneur (as often done in enterprise surveys in Africa), but was 
limited to African entrepreneurs and considered belonging to different tribes within Uganda. The 
interest was to look at “classical indigenous” African small-scale enterprises/industries. However, 
this may not reflect the reality and variety of the Ugandan private sector. There might be 
numerous small-scale enterprises (as defined in the study, with a threshold of up to 10 employees) 
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run by Asians and Europeans and it might in fact be worth making a comparison between these 
and African entrepreneurs active in the same sectors. Studies in other countries, such as South 
Africa, have shown that they tend to be more successful than “indigenous” entrepreneurs. 
 
The two most problematic questions in the questionnaire were found to be those related to start-
up capital and the estimated current value of the enterprise. One reason is believed to be the 
fear of disclosing information that could be given to public authorities such as the Uganda 
Revenue Authority. Another main reason is the poor record-keeping, common among MSEs.  
 
 
6.2. Expert interviews 
 
6.2.1. Definition of expert interviews 
 
Expert interviews 
Expert or key informant interviews are particularly applied in empirical social sciences to query 
specific and concentrated knowledge of selected people in relation to a narrow subject area.  
Expert or key informant interviews are in-depth, semi-structured interviews which are loosely held, 
but relying on an interview guideline. Whether expert interviews are a qualitative research method 
in their own right or simply a kind of sub-form of qualitative interviews is debated among scholars 
(see Bogner/Menz 2005a: 16-21, and Bogner/Menz 2005b: 33-36 for a summary of the controversy).  
In the case of expert interviews, unlike in the case of other forms of open interviews, it is not the 
person as a whole, with his/her orientations and opinions within a specific individual and 
collective context, who is the object of analysis (see Meuser/Nagel 2005: 72). Rather, the expert 
or key informant is important as an element within an overall organisational and institutional 
context. This is why the key informant is less important as a person, but in his capacity of being 
an expert for a certain field of activity and the related specific topics and issues.  
 
Experts 
An expert or key informant is ”someone who has a clear and recallable knowledge in relation to a 
specific topic“206. 
Meuser/Nagel define an expert as „a person who in some way is responsible for the design, 
implementation or control of a problem-solving process or who has privileged access to 
information on groups of people or decision-making processes“ (Meuser/Nagel 2005: 73). 
The expert is always a representative of a group or institution and should not be seen as an 
isolated case within the study. Therefore, key informants should be selected on the basis of their 
specialised knowledge and unique perspectives on a topic. Who is to be considered an expert 
depends on the research interest: being an expert is a relational status that is granted by the 
researcher in relation to a specific issue to be investigated (Meuser/Nagel 2005: 73, and 
                                            
206 Mayer 2002: 40. 
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Bogner/Menz 2005b: 40-41). Experts should not be identified on the basis of their affiliation to a 
certain institution or organisation, but because of holding a certain position within these 
institutions or organisations and, therefore, their influence on problem-solving and decision-
making structures (Meuser/Nagel 2005: 74).  
 
The role of experts in the research design 
Two types of research directions can be distinguished (see Meuser/Nagel 2005: 75-77):  
o in the first case the experts or key informants are the target group of the investigation and 
the interviews are designed to provide information and insight into their own field of action. 
In this case the experts’ operational know-how is the main subject of the interviews and the 
analysis of organisational/institutional processes, programmes and structures is done on the 
basis of this specialised know-how of insiders;  
o in the second case the experts or key informants contribute with their contextual know-how. 
In this case the experts are complementary to the target group of the research and the aim of 
the interviews is to provide information on the context or general framework of action of the 
target group. The interest in the experts or key informants is derived from the research 
question which cannot be answered fully without access to and the analysis of their specific 
know-how. The experts are one data source among others, i.e. they might be complemented 
by surveys among the target group, documentary or literature surveys, etc.  
 
In the case of the present research, the second case of the above-mentioned applies in which 
experts are only one milestone on the way to answering the research question. Therefore, in this 
case the expert interviews are not taken as basis for theoretical generalisation, but serve to 
formulate statements on the unexpected, the representative, and the evident (see Meuser/Nagel 
2005: 77, 82, 91). 
Bogner/Menz distinguish three main types of expert interviews (see Bogner/Menz 2005b: 37-39): 
o explorative expert interviews: both in qualitatively or quantitatively oriented studies, expert 
interviews can have the function of exploring a new, complex or under-researched topic or 
field. In this case, the interviews would aim at structuring the topic and generating 
hypotheses; 
o systematising expert interviews are designed so as to take advantage of the unique expert 
knowledge of the interviewees: the experts elucidate and explain their point of view on 
specific issues. In this case, the expert is considered to be an advisor who has specific 
knowledge that is not available to the researcher otherwise. This knowledge is collected on 
the basis of a relatively detailed interview guideline; 
o theory-generating expert interviews are those where the expert is not only considered a 
source of information, but where his/her knowledge, points of view and routines they develop 
in their functions, are used as a basis for conceptualising and developing theories.  
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6.2.2. Data collection  
 
Methodological principles to be taken into account when conducting expert interviews according 
to Gläser/Laudel are the following:207  
o scope: a broad spectrum of problems and topics should be discussed, i.e. the interview should 
stimulate free flow of ideas and information; 
o specificity: not the standardisation of answers is the aim of the interview, but the exhaustive 
and specific discussion of raised topics and issues; 
o depth: the respondent should be encouraged to illustrate the affective, cognitive and value-
based importance of specific situations as well as his/her involvement; 
o personal context: the personal and social context has to be captured or rather knowing it is a 
condition for interpreting the reactions of the respondent.  
 
In the following, four basic steps necessary for data collection through expert interviews are 
described in detail, both in terms of what the relevant literature recommends in relation to each 
of them, as well as in terms of what was concretely done in Uganda: (1) development of interview 
guideline, (2) selection/sampling of experts, (3) conducting interviews, (4) analysis of interviews. 
 
(1) Development of interview guideline 
The interview guideline or guide was developed on the basis of the research question and a previous 
survey/analysis of background literature. The guideline should not be a rigid questionnaire, which 
inhibits free discussion, but should list open-ended questions on major topics and issues to be 
covered during the interview (see Kumar 1989: 7). The guideline serves as an orientation during the 
interview: through the consequent application of the guideline, on the one hand the data gains a 
structure and on the other hand the comparability of the data is enhanced (Mayer 2002, p. 30). The 
application of the guideline ensures that key aspects related to the research question are not being 
left out during the interview. The interview guideline has a strong directive function with regard to 
excluding unproductive topics (see Flick 2006: 89). It also has the function of presenting the 
researcher as a competent interlocutor (see Meuser/Nagel 2005: 77). However, the interview 
guideline should not be applied too rigidly by the researcher: this might restrict the benefits of 
openness and contextual information. “The interviewer can and must decide during the interview 
when and in which sequence to ask which questions. Whether a question perhaps has already been 
answered en passant and may be left out can only be decided ad hoc.”208  
 
In the case of the study undertaken in Uganda, the guideline was sent to all selected experts 
beforehand, so that they could prepare themselves for the interview. The guideline was divided 
into two main parts: one more general part aimed at collecting relevant background information 
on PSD and MSEs in Uganda, the other part related to the limiting and contributing factors to 
business linkage and value chain development. A copy of the guideline used in the interviews can 
                                            
207 See Gläser/Laudel 2004: 112. 
208 Flick 2006: 92. 
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be found in annex 3. The guideline was formulated in a more general and open manner, in order 
to avoid “scaring off” the experts with too specific questions related to value chain and business 
linkage promotion which they might not feel able to answer competently. The main aim was to list 
the broad themes that would be covered during the interview as a piece of information given to 
the experts beforehand rather than the exact formulation of questions that would be asked. 
Divergences between the interview guideline and questions asked during the interviews are 
highlighted are discussed further on in section 6.2.4.  
 
(2) Selection/Sampling of experts 
Unlike in quantitative studies, the representativity in statistical terms is not important, but the 
representativity in relation to content (Mayer 2002: 38). A manageable number of interviews 
should be undertaken (around 20 is recommended) and should not exceed 35 cases (Kumar 1989: 
9, and Mayer 2002: 38).  
 
Upon arrival in Uganda, the PSD “scene” was scanned and the major players and 
projects/programmes being implemented and/or planned were identified. Many institutions are 
active in this field, from the public and private sector, including associations and membership-
based organisations, as well as numerous donor organisations and NGOs. Being so, many of them 
provide overlapping and complementary support. Against this background, it was decided to 
interview as many experts or key informants as possible to get a better picture of the system as a 
whole and its interdependencies. 
Key informants were selected on the basis of their specialised knowledge and their unique 
perspectives on PSD in general and in the Ugandan context specifically. It was taken care to select 
informants with various points of view, which were mainly derived from the experts’ institutional 
affiliation. A total of 29 experts were selected and contacted by e-mail during the period of 10th 
to 30th of August 2004, when the interview guideline was sent to them for their information; of 
these, 23 experts were interviewed during the period of 30th of August and 15th of September 
2004. Organisations covered included Ministries, donor agencies (bilateral and multilateral), 
NGOs, business associations, as well as institutions providing business development and financial 
services.209 The main areas of intervention of these organisations were: policy, advocacy, budget 
support, micro-finance, business development and advisory services, investment promotion and 
vocational training. Most of these organisations were related to each other in the sense that they 
network and coordinate their activities on a regular basis.210 It is to be noted that the 
interviewees are to be considered experts in the field of PSD and MSE promotion, not specifically 
in business linkage or value chain promotion. With the “value chain approach” being relatively 
                                            
209 See annex 4 for a list of the interview partners and their specific positions within the institutions they worked for. 
The 23 experts interviewed were distributed as follows: representatives of government/ministries and public agencies 
(5), donor agencies (9) and private sector organisations, NGOs and CSOs (9). 
210 As mentioned in the previous chapter, Uganda is commonly cited as a positive example of undertaking 
participatory processes, as well as for Government/donor/private sector/civil society-coordination. This also applies to 
the area of PSD, where the MTCS and CICS provide the framework for donor contributions, where a sectoral donor 
coordination group exists and consultations between Government/donors and the private sector take place regularly.  
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new in PSD, only one of the 23 experts interviewed was working on a pilot project that was 
specifically dealing with the development and promotion of value chains. Nevertheless, the 
concept of value chains is known and the interviews with the experts reflect practitioner’s points 
of view in relation to the usefulness/applicability and challenges in implementation of an 
upcoming new approach in development cooperation. 
 
(3) Conducting expert interviews 
According to the literature, key informant interviews should resemble a conversation among 
acquaintances, allowing for a free flow of ideas and information. The guideline should therefore 
be used to make sure that no important issues or topics are forgotten, but should not serve as a 
model for sequencing the questions. During the conversation, probing techniques might be applied 
in seeking elaboration, details and clarifications (see Kumar 1989: 15-16).  
Bogner/Menz define six types of perceptions of the interviewer from the expert’s point of view:211 
(1) the interviewer as co-expert; (2) the interviewer as representative of another academic 
culture; (3) the interviewer as layman; (4) the interviewer as authority; (5) the interviewer as 
potential critic; and (6) the interviewer as accomplice.   
Hopf explains typical mistakes that researchers might make when conducting qualitative 
interviews, mainly due to lack of experience (see Hopf 2004: 359): the tendency to use a 
dominant communication style, using suggestive questions and suggesting answers and 
interpretations, or making evaluative or commenting statements; lack of patience in listening and 
waiting for moments to jump in for further or more detailed inquiry; a rigid application of the 
interview guideline, mainly due to insecurity on the side of the researcher: the questions 
formulated in the guideline are being repeated obstrusively or the guideline obstructs the view for 
interesting and not anticipated aspects. 
Meuser/Nagel highlight some difficulties a researcher might encounter when facing the experts 
(see Meuser/Nagel 2005: 78-79): 
o the expert blocks the on-going interview because he or she proves not to be an expert for this 
topic, unlike previously assumed; 
o the expert tries to involve the interviewer in on-going conflicts in the field and talks about 
internal matters of his/her institution rather than sticking to the topic of the interview; 
o the interviewee often changes between the roles of expert and private person, so that more 
information is collected about him/her as a person rather than about his/her expert knowledge; 
o the expert gives a lecture about his/her knowledge instead of joining the question-answer 
game. This “rethoric interview” can be considered an intermediate form between success and 
failure: if the lecture hits the topic of the interview, it might nevertheless be useful.  
 
Some of the experts were already contacted before or upon arrival in Uganda. For the purpose of 
the expert interview, all experts were first contacted via e-mail and then by telephone. The key 
informant interviews were carried out between 30th of August and 15th of September 2004, all 
                                            
211 See Bogner/Menz 2005b: 50-65, for a detailed description of specific types and their implications. 
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based in Kampala, with an average duration of around 45 minutes, the longest being two hours 
and the shortest being 25 minutes. The criterion used for the final selection of the experts was 
their availability.212 All interviews were conducted personally and started with a short 
presentation of the interviewer/researcher, as well as the explanation of the purpose of the 
interview, the intended uses of the information and assurances of confidentiality. Restrictions in 
terms of time were clarified at the start of the interview. The permission to record the interviews 
was obtained from all interviewees.213 The interviews were undertaken in English or German (2 
cases) and therefore no translation services were needed. The attempt was made to use an open 
style of conducting the interview and to ensure a relaxed atmosphere: all key informants should 
have the feeling they could air their opinions openly and without any concerns for having to 
correspond to certain expectations or requirements and without any hidden agenda. The open 
style of conducting the interviews used during the interviews led to interviews of different quality 
in terms of content. Although it was always paid attention that all important aspects be 
mentioned or commented by each key informant, not all topics or themes have been worked out 
by all experts in a satisfactory manner.  
 
(4) Analysis of interviews 
The analysis of expert interviews is an issue that is not discussed in the literature, which 
concentrates more on issues related to approaching the experts and conducting interviews 
(Meuser/Nagel 2005: 71).  
Usually the application of some form of content analysis (whether qualitative or quantitative) is 
recommended. The idea behind it is to extract information in relation to content, transform this 
content into a certain format and analyse or process it in this format, i.e. separated from the 
original text. According to Gläser/Laudel, all procedures of qualitative content analysis have the 
following points in common: the decomposition of the text into units of analysis; the construction 
of a closed system of categories; the searching of the text for relevant information; and the 
attribution of this information to the established categories, the so-called coding of the text (see 
Gläser/Laudel 2004: 191-192). 
 
In the next section, the analysis of the expert interviews conducted in Uganda is explained in 
detail. It is done applying the methods of qualitative content analysis and constant comparative 
analysis.  
 
                                            
212 A total of 29 experts was selected and contacted. Of these, in the end only 23 were available before the 
researcher’s departure from Uganda. 
213 All interviews were fully recorded, except for three: (for technical problems) one was not recorded at all, in two 
cases the recording was of very bad quality. Therefore, only a total of 20 interviews were fully transcribed. 
Nevertheless, notes were taken during and after all conversations, so that the most important declarations could be 
reconstructed and are included as arguments in the findings. 
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6.2.3. Data processing and analysis 
 
In the following, (classical and qualitative) content analysis and constant comparative analysis are 
presented as possibilities for analysing expert interviews. On this basis, an evaluation/analysis 
strategy was elaborated and is presented. 
 
6.2.3.1. Content analysis   
Content analysis is one of the classical procedures for analysing communication material. Titscher 
et al. define content analysis as the use of “… those methods of text analysis which somehow 
approach texts by means of categories …” (Titscher et al. 2000: 55). 
 
Classical content analysis 
The development of content analysis is fundamentally influenced by the development of mass 
media and international politics during the first half of the twentieth century. In an attempt to 
systematically evaluate big amounts of textual data from mass media, the first approaches 
developed were merely quantitatively oriented (see Mayring 1991: 209). The simplest type of 
evaluation consisted in counting the number of occurrences per category developed. 
 
Classical content analysis essentially is a quantitative method, with the core and central tool 
being the categorisation or coding operation. Originally, content analysis referred only to methods 
concentrating on directly and clearly quantifiable aspects of text content and therefore on 
absolute and relative frequencies of words per text or surface unit (see Titscher et al. 2000: 55). 
Subsequently, the concept was extended to those procedures which operate with syntactic, 
semantic or pragmatic categories, but which at least seek to quantify these categories by means 
of a frequency survey of classifications (see Titscher et al. 2000: 55). 
 
Mayring summarises the main disadvantages of the classical (quantitative) content analysis as 
follows (see Mayring 1991: 209): latent structures of sense are not properly taken into account; 
the context of the analysed text components are part of the analysis; the linguistic quality of 
texts is neglected; systematisation and verifiability cannot be ensured. 
 
Qualitative content analysis 
On the basis of the critique raised against quantitative content analysis, more qualitatively 
oriented approaches were developed. Mayring’s qualitative content analysis tries to overcome the 
shortcomings of classical content analysis and has made it difficult to separate it from other 
methods of text analysis, particularly ethnographic methods and grounded theory (see Titscher et 
al. 2000: 55). Mayring himself stresses the following advantages (see Mayring 2003: 42-46): 
o the material to be analysed is understood as part of a model of communication;  
o systematisation is ensured because of a rule-based analysis: the material is analysed step-by-
step, following certain rules of procedure and dividing the material into categories; 
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o categories are developed on the basis of the material and taking into account the research 
question, defining and revising them within the process of analysis (feedback loops); 
o quantitative analysis can be integrated into the course of qualitative content analysis and is 
important when trying to generalise results; 
o methods to ensure reliability and validity have been developed.  
 
Mayring has developed a sequential model and distinguishes three analytical procedures which 
may be carried out independently or in combination, depending on the research question (see 
Mayring 2003: 42-99): 
o summarising content analysis attempts to reduce the material in such a way that the essential 
content is preserved in a more manageable size. For this, the material is paraphrased, 
generalised or abstracted and reduced;  
o explicative content analysis works in the opposite way: it involves explaining, clarifying and 
annotation of the material. In a first step, a lexico-grammatical definition is formulated, then 
the material for explication is determined, followed by a narrow and a broad context analysis; 
o structuring content analysis looks for types or formal structures in the material and 
corresponds more or less to the procedures used in classical content analysis. The text can be 
structured according to content, form and scaling. The steps involved are the following: (a) 
determination of the units of analysis, (b) determination of the dimensions of structuring 
(categories), (c) establishment of features of the categories identified, (d) formulation of 
definitions and rules for coding, based on key examples, (e) first appraisal of the material with 
the aim of fixing the data locations, (f) second scrutiny in which the data are processed and 
extracted, (g) if necessary, a re-examination and revision of the category system is done, (h) 
in a final step the results are processed.  
 
The process of qualitative content analysis in general consists of nine stages: (1) determination of 
the material; (2) analysis of the situation in which the text originated; (3) formal characterisation 
of the material; (4) determination of the direction of the analysis; (5) theoretically informed 
differentiation of questions to be answered; (6) selection of the analytical techniques to be used 
(summary, explication, structuring); (7) definition of the unit of analysis; (8) analysis of the 
material (summary, explication, structuring); (9) interpretation and presentation of results (see 
Mayring 2003: 42-99, for more details on each of them). 
 
Category development is crucial for qualitative content analysis. Mayring distinguishes two 
approaches (see Mayring 2000: [8-17]): 
o inductive category development is based on the idea of developing categories step-by-step out 
of the material. In a first step, the categories are deduced while working through the 
material; in a second or more steps, the categories might be revised, eventually reduced to 
main categories and checked for their reliability; 
o deductive category development works with previously formulated categories, theoretically 
derived aspects of analysis which are brought in connection with the material.  
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Limitations of Mayring’s qualitative content analysis include the following: 
o the method seems less appropriate if the research question is highly open-ended, explorative, 
variable and when working with categories would be a restriction, or if a more holistic, not 
step-by-step type of analysis is planned (Mayring 2000: [27]); 
o since qualitative content analysis first extracts the relevant parts of the material and then 
analyses them, it can only be used if the text itself is not the subject of examination 
(Gläser/Laudel 2004: 200); 
o interpretation of the text is done rather schematically, especially when the technique of 
explicative content analysis is applied, without really reaching the depths of the text (Flick 
2006: 193); 
o the use of paraphrases, particularly in the summarising content analysis, are used to replace 
the original material rather than to explain it (Flick 2006: 193). 
 
6.2.3.2. Constant comparative analysis   
Constant comparative analysis is an integral method to Grounded Theory. Grounded Theory is the 
discovery of theory from data (see Glaser/Strauss 2009: 3). It is largely an inductive method.  
 
Constant comparative analysis is a method of analysing qualitative data where the information 
gathered is coded into emergent themes or codes. The data is constantly revisited after initial 
coding, until it is clear that no new themes are emerging. Through the constant comparison, the 
aim is to perceive common grounds and differences, as well as to work out patterns.  
“The constant comparative method enables the generation of theory through systematic and 
explicit coding and analytic procedures.”214  
“Grounded Theory is based on a concept-indicator model of constant comparisons of incidents 
(indicators) to incidents (indicators) and, once a conceptual code is generated, of incidents 
(indicators) to emerging concept. This forces the analyst into confronting similarities, differences 
and degrees in consistency of meaning between incidents (indicators), generating an underlying 
uniformity which in turn results in a coded category and the beginnings of properties of it. From 
the comparisons of further incidents (indicators) to the conceptual codes, the code is sharpened 
to achieve its best fit while further properties are generated until the code is verified and 
saturated.”215  
“By comparing, the researcher is able to do what is necessary to develop a theory more or less 
inductively, namely categorising, coding, delineating categories and connecting them.”216  
 
Boeije proposes what he calls a “purposeful approach” to constant comparative analysis that can 
be used by researchers in order to systematise their analyses process as well as increase 
traceability and credibility of their analyses (see Boeije 2002: 392). According to him, “it is not 
                                            
214 Glaser 2002: [53]. 
215 Glaser 2002: [58]. 
216 Boeije 2002: 393. 
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necessary to compare everything with everything else, but that the comparisons must be 
conducted according to a sound plan. A plan implies that the researcher knows beforehand which 
comparative steps are needed in the analysis regarding the elements that are compared, the aims, 
the questions asked and the expected results of each step.”217   
Boeije proposes five steps in his study which involved research into couples:218  
(1) Comparison within a single interview: the consistency of the interview as a whole is examined; 
in the process of open coding, passages are labelled with an adequate code; preliminary 
categories are developed; the result is a summary of the interview; 
(2) Comparison between interviews within the same group (i.e. with the same perspective): the 
amount of codes increases until no more new codes are needed to cover all themes contained 
in the interviews; axial coding is used to further develop the concepts and formulate 
typologies, patterns or combinations of codes;  
(3) Comparison of interviews from different groups (i.e. with different perspectives): involves the 
triangulation of data, meaning that interviews from different groups are compared with regard 
to a specific phenomenon; the results are enriched or completed information and deepened 
insight or verification of provisional knowledge;  
(4) Comparison in pairs at the level of the couple: themes from the open coding concerning the 
couple are selected, giving an understanding of the interaction between the partners; 
(5) Comparison of couples who share the same experience: to further conceptualise issues 
concerning the relationship and finding patterns of couples. 
 
Constant comparative analysis is a method that can be used to identify broad themes and patterns 
or categories that emerge from qualitative data or material; in these categories, each individual’s 
view can still be captured and recalled and data can be presented in a logical sequence in relation 
to the research questions addressed in the study. 
 
6.2.3.3. Approach for the analysis and evaluation of expert interviews conducted in 
Uganda  
On the basis of Mayring´s qualitative content analysis and Boeije´s approach to constant 
comparative analysis described above, as well as taking into account work by Meuser/Nagel and 
Schmidt, an evaluation/analysis strategy was developed that combines the evaluation/analysis 
procedures of the scholars mentioned (see Meuser/Nagel 2005, Boeije 2002 and Schmidt 2004).  
 
Not a detailed single case study analysis is the aim, but the possibility of interpreting and 
generalising commonly shared views, interpretations, areas of knowledge and constructions of all 
experts (see Meuser/Nagel 2005: 80). Also, the aim is to work out the differences among the 
individual perceptions of the interviewees in order to identify distinct patterns and concepts.  
                                            
217 Boeije 2002, p. 406. 
218 See Boeije 2002: 395-406, for a detailed description of the steps. 
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In the following, four steps or phases (transcription; paraphrase and unitisation; coding and 
categorisation; conceptualisation and answering of research questions) for the analysis of the 
expert interviews conducted in Uganda are presented in more details:219  
 
(1) Transcription 
The basis for the transcription is a tape-recorded interview. In the case of expert or key informant 
interviews, no complete analysis of the material is done, since pauses/intervals, pitch of the voice 
and other non-verbal or para-linguistic elements are not part of the analysis. The degree of 
transcription depends on the quality of the discourse.  
In this study, a total of 20 interviews were fully transcribed, totalling 193 pages for analysis. Of 
these, 18 interviews were conducted and transcribed in English, two in German.  
 
(2) Paraphrase and unitisation 
The paraphrase is the first step towards the condensation of the material: the statements of the 
experts are reproduced accurately and in chronological sequence according to the original text. A 
good paraphrase is characterised by a non-selective relationship to the discussed issues or topics; it 
is entirely protocolary and directed to the content. A paraphrase is necessary if the transcribed 
material is very extensive and needs to be reduced to a manageable size and does not have any 
major implications if the quality of the text is not part of the analysis. Paraphrasing is, therefore, 
not a necessary step for the unitisation of the material. The research question determines whether 
words, sentences or text chunks are chosen as units on which coding and analysis are based.  
In this study, so-called “thought units”, “sense units” or “units of meaning”, which comprise one 
idea being communicated, are used as a basis for coding and analysis. 
 
(3) Coding and categorisation  
Categorisation is a process that involves structuring and condensing data by grouping the 
qualitative material in theoretical insightful ways. For this step, the two methods of qualitative 
content analysis and constant comparative analysis are relevant.  
In this study, the following procedure was used: 
a) the coding process was started by reading through each of the (paraphrased) transcripts and 
attributing a code to “units of meaning” or “thought units” (sentences, paragraphs or 
sections). These codes can be seen as headlines that represent a theme, topic or idea with 
which each part of the data is associated. The terminology of the respondents should be taken 
up, while at the same time the headings should give an overview on the main statements of 
the key informants. Passages of transcripts were given no code, one code or several codes. 
The codes were written on the hard copy of each transcript next to the related section. The 
codes were also separately written down on another paper, generating an unordered list of 
codes. Having coded the first transcript, all other transcripts were coded with the first one in 
mind, adding new codes wherever necessary. The researcher should not simply use the 
questions asked as a basis for formulating the headings, but should pay attention to use the 
                                            
219 The description of the 4 points is based on Meuser/Nagel 2005: 83–91, Boeije 2002: 395-406, and Schmidt 2004. 
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phrases or wordings that the experts themselves used throughout the interview. The accurate 
and repeated reading of the texts is very time-consuming, but it is a necessary step in order to 
ensure that passages are not rashly associated with certain topics or headings and that 
passages whose relation to the question is not clear at first sight are overlooked. The repeated 
reading of the single transcripts also helps to check the interviews for consistency by 
comparing statements that were made at one point of the interview to other remarks made 
earlier or further on. The researcher has to take care not to fit the material into his/her 
previously developed theoretical assumptions: there is a tendency to see some fitting passages 
at first sight and overlook those that do not fit the personal expectation, a problem that can 
be controlled by going through the material over and over again. The application of the open 
coding procedure merely helps to develop codes inductively out of the transcripts.  
b) After coding each transcript, the documents were divided into broad/rough sections or 
chapters. Each section from each interview was then cut and pasted and put into a new 
document, a computer file with the provisional title given to this section, including the 
number of the interviewee and the line numbers from the original transcript. In this way, the 
extracted sections could always be traced back to the original transcript in case there was a 
need to look into the contextual details. This was done to facilitate the data analysis and 
manage complexity, since it was done manually220. The sections drawn were the following: (1) 
description of the organisation and its main activities; (2) PSD policy of the Government; (3) 
issues related to MSEs (definition, challenges and strengths, associations, etc.); (4) business 
linkages and the value chains approach in general (the usefulness and potential, examples, 
etc.); (5) issues related to the development or promotion of business linkages and value chains 
(issues related to the operational or implementation level). 
c) Each section or chapter was now read subsequently, first one by one per interviewee. In some 
cases, the coding was further detailed. In a second step, interviews were compared pair wise, 
i.e. the first with the second interview, the second with the third and so on. Coded sections 
were compared with other segments to ensure consistency of application of the codes, but 
mainly to identify differences and similarities among the interviews, starting to work out 
patterns.  
d) Once coding was completed, the codes that had common elements were merged together to 
form preliminary categories. Files were created for each category, containing copies of the 
codes that had been merged to form the category. Some codes were placed in more than one 
category. Further comparative steps were undertaken, now within each category, namely 
comparison of short series of interviews. First, comparison within each series of interviews 
was undertaken, then among the different series of interviews. In this study, interview series 
were once defined according to the numbering of the interviews (4 in total, i.e. interviews 1 
to 5, interviews 6 to 10, etc.) as well as according to the represented type of organisation (3 
in total, i.e. public institutions, donor agencies, private sector and NGOs). The aim was to find 
                                            
220 The term “manually” refers to the fact that no computer programme was applied in order to facilitate content 
analysis, except for the standard MS Word.  
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out whether the patterns emerging from one series differed from the patterns emerging from 
another series and if so, what conclusions could be drawn out of this fact. All these comparative 
steps helped detail the preliminary categories more and more. Part of this was a simple 
quantitative analysis: the number of mentions in relation to each code was counted (and 
specified for the three groups of stakeholders – government, donors and private sector).221 
 
(4) Conceptualisation and answering of research question(s) 
Once all comparative steps are undertaken and the categories defined, the conceptualisation 
stage starts. A separation from the respondents’ terminology takes place: findings (similarities and 
differences, but also relations among categories) are described in a scientific language comparing 
them to relevant theories and other empirical studies. This can also imply a quantitative 
compilation of the results of the coding process: frequencies and distributions in the material can 
be described and categories can be put in relation to each other using cross-tables. Quantitative 
compilations of the material mainly have the function of preparing the ground for further 
quantitative analysis: they may point to interrelations that can be analysed in more detail through 
quantitative (correlation, factor analysis) or qualitative techniques (for example detailed case 
analysis). Each research question can be allocated one or more categories that contribute to 
answering it; each category can contribute to answering one or more research questions.  
A number of experts provided copies of relevant reports, policy documents, research studies and 
evaluations – the key findings from these were considered as background for the analysis of the 
transcribed interview material, along with other relevant literature gathered. 
 
6.2.4. Survey problems and constraints 
 
Within the overall research design, the aim of the expert interviews was to collect information on 
(Government and donor) policies, programmes and projects aiming at micro- and small-scale 
enterprises in general and in relation to business linkage promotion specifically. Therefore, the 
guideline was divided into two main parts: (1) a more general part related to PSD and MSEs in 
Uganda and (2) one part related to linkage development.  
As was to be expected, the questions related to general aims and activities of the institutions 
represented by the experts, were partly skipped completely due to time constraints or only 
answered in relation to programmes/activities specifically targeting MSEs.  
Apart from the questions enlisted in the interview guideline, a number of points were raised in the 
interviews, partly based on the insights and impressions gained during the survey among micro-
entrepreneurs in the food and wood sectors222, in an attempt to gain opinions from the experts on 
                                            
221 Mentions were counted as multiples: when one expert mentioned something more than once, each mention was 
counted. How often something is mentioned or stressed (also by one single expert) is considered to be an indication 
for the importance/weight/relevance given to the point/argument. In annex 6, the summaries of categories, 
subcategories and mentions, separated by the three main stakeholder groups, based on the 20 expert interviews that 
were fully transcribed, are compiled. 
222 This survey was conducted between June and August 2004. At the time of conducting the expert interviews, the 
survey had not yet been formally evaluated.  
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some of the issues, questions and doubts raised during that exercise, but also because some issues 
came up during early expert interviews that were then followed/taken up in later interviews with 
other experts. These points were all related specifically to the development of business linkages 
among MSEs and other enterprises:   
o Can micro-enterprises take on the role of suppliers for bigger businesses? 
o Should micro-enterprises (and those supporting them) target the local markets or export 
markets? 
o Is specialisation a pre-condition for the development of business linkages? How can 
specialisation be encouraged? 
o What role does the business culture play? What kind of business culture is needed in order to 
create and develop business linkages? 
o When linking MSEs to bigger businesses, is dependency an issue? 
o How important are the following issues for business linkage creation and development? 
• registration/formalisation of the businesses involved 
• signing of contracts 
• definition of and compliance with standards  
o What role can Public Private Partnerships play in the creation and development of value chains? 
 
Further limitations of the study, apart from the divergence between the interview guideline and 
the conducted interviews, include the following: 
o not all expert interviews were properly recorded, which meant that 3 of a total of 23 
interviews could not be transcribed and, therefore, formally analysed; 
o trustworthiness of the coding cannot be fully ensured in the sense of inter-coder reliability 
since only one coder/researcher was involved in the coding and analysis of the interviews; 
o the expert interviews were carried out in an open way with the aim of portraying a relatively 
new area in development cooperation from the point of view of practitioners in the field of 
PSD, necessarily focusing on the understanding, perception, idiosyncratic and personal views 
of these individuals.  
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7. Research findings 
 
In the following, the findings from the MSE survey and the expert interviews conducted in Uganda 
are presented and analysed in a combined way. 
 
The sample of 193 MSEs surveyed in Uganda was geographically distributed as follows: 51.3% were 
based in the Central region (covering the capital Kampala and Luwero), 26.4% in the Eastern part 
of the country (covering Jinja, Busia, Masafu, Mbale, Soroti and Tororo) and 22.3% in the West 
(including the towns of Masaka, Mbarara, Kawanda, Kabale and Kisoro).223 The majority of 
entrepreneurs covered in the survey came from Kampala, Uganda’s capital: they made up 48.2% 
of the total sample. 
The following table provides an overview of the enterprises covered in the survey in terms of 
gender and sector. Of the total of 193 MSEs surveyed, 63.7% come from the food processing sector 
and 36.3% from the wood sector, 61.7% are male and 38.3% are female entrepreneurs.  
 
Table 15: Overview of micro- and small-scale enterprises surveyed in Uganda 
 Sector Total food wood 
gender 
male 
Count 55 64 119 
% within gender 46.2 % 53.8 % 100.0% 
% within sector 44.7 % 91.4 % 61.7% 
% of Total 28.5 % 33.2 % 61.7% 
female 
Count 68 6 74 
% within gender 91.9 % 8.1 % 100.0% 
% within sector 55.3 % 8.6 % 38.3% 
% of Total 35.2 % 3.1 % 38.3% 
Total 
Count 123 70 193 
% within gender 63.7 % 36.3 % 100.0% 
% within sector 100.0 % 100.0 % 100.0% 
% of Total 63.7 % 36.3 % 100.0% 
Source: Micro-enterprise survey. 
 
The key informants interviewed in the context of this study were distributed as follows: 5 worked 
for Government institutions, 10 represented multilateral or bilateral donor agencies and 11 
represented the private sector.224 
 
In the first section of this chapter, basic features of MSEs in Uganda and, more specifically in the 
food and wood sectors, are described, as resulting from the micro-enterprise survey and as 
perceived by the consulted experts. 
Section 7.2 deals with the business environment for MSEs in Uganda. 
Section 7.3 presents findings related to the integration of MSEs in local value chains. 
The issue of (in)formality and its influence on enterprise performance, including the upgrading 
process and the engagement in business linkages is analysed in more detail in section 7.4.  
                                            
223 See annex 1 for a map of Uganda, indicating the different locations mentioned. 
224 See annex 4 for a list of interview partners, including details on the recording of the interviews. 
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Section 7.5 is mainly based on the expert interviews conducted and deals with the concepts of 
value chains and business linkages, as well as issues to be considered when promoting them. 
 
 
7.1. Basic characteristics of MSEs in Uganda’s food and wood sectors 
 
In the following, basic characteristics of the entrepreneurs who participated in the survey are 
presented: 
o The average age of entrepreneurs is 37 (37.17). The youngest entrepreneur is 19, the oldest 62. 
o In terms of marital status, the following picture comes up: 20.2% are single, 56% married, 4.7% 
separated or divorced, 19.2% widowed. The average number of children is almost four (3.84), 
with the highest number of children mentioned being 15.225 20 (10.4%) entrepreneurs did not 
have any children at all.  
o In terms of ethnicity, the most dominant group represented in the sample are the Baganda 
from the central part of the country (46.6%). The second largest group is represented by the 
Banyankole from the region of Mbarara (10.9%), followed by the Bakiga from the South-West 
(7.8%) and the Basoga from the South-East (7.3%). Also some Congolese, Hutu and Kenyan from 
the neighbouring countries were included among the entrepreneurs surveyed. Overall, 46.1% 
of all entrepreneurs said they came originally from a different place from where their 
enterprise was located at the moment. 
o The level of education is described as follows: 7.8% have no formal education whatsoever, 
55.4% finished primary education, 30.6% reached the O-level, 3.1% finished the A-level and 
3.1% have a higher education (university or college). 39.4% of all entrepreneurs have received 
some kind of technical formation (or vocational education, either formal or informal). 
o The average working hours per day are close to nine (8.98 hours). 
o 87% of all entrepreneurs started up their enterprise themselves, with the rest being either 
inherited (as family business, 6.7%), bought (2.6%) or started/run as a group business (3.6%). 
 
As mentioned previously in chapter 5, no unified definition of MSMEs exists in Uganda. This is 
reflected in the expert interviews:  
o some PSD experts consider micro-enterprises as being exclusively informal, as opposed to SMEs 
who in their views “must” be registered;  
o some key informants define the different categories according to the number of employees, 
which is the most simple definition: micro and small are generally defined as enterprises with 
up to 10 or 20 employees, medium with up to 50 and large enterprises with more than 50 
employees; 
o another common differentiation made is that between traditional and vibrant/dynamic 
enterprises or necessity/subsistence entrepreneurship as opposed to opportunity 
                                            
225 At this point, special mention is made of the HIV/AIDS pandemic: a lot of so-called HIV/AIDS orphans are being 
taken care of by a number of entrepreneurs interviewed, all of them being women, most of them elderly women. 
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entrepreneurship. According to the experts who used this definition, opportunity 
entrepreneurship is based on a good/sound business idea and is generally linked to a creative, 
innovative and dynamic person heading an enterprise and pursuing business opportunities. 
Necessity entrepreneurship is seen as opposed to this and is generally perceived to be linked to 
a lack of alternative or preferred work opportunities. In general, a more passive attitude is 
associated with the latter entrepreneurs since their main aim is to survive on a day-to-day basis.  
The different understandings expressed by the key informants in the interviews on what micro-
enterprises are, fully reflects the more theoretical discussions summarised in the literature review 
in chapters 2 and 3. In this chapter 7, an attempt will be made to show through the main results 
of the MSE survey that it also reflects the “reality on the ground”. 
 
As explained in the previous chapter 6, only enterprises with up to 10 employees were covered in 
the survey.  
The average number of employees in the businesses covered in the survey is 3 (3.12). Small-scale 
enterprises typically employ one to four people in addition to the owner.226 76.2% of all 
entrepreneurs surveyed employed at least one person. Of these,  
o 50.3% said they do not employ any family member, with the average proportion of relatives 
employed as workers being 21.64% of the total workforce;227 
o 76.9% mentioned they employ their workers for more than one year, consistent with the fact 
that 81% employed workers on a permanent basis (representing an average 71.67% of the 
whole workforce);228  
o 85.7% employed generalists, making up an average of 63.63% of the workforce; 
o 72.1% employed workers with primary education level, making up 56.43% of the workforce on 
average.  
It is notable that the employees of MSEs largely have a lower or the same level of education as the 
entrepreneurs they work for. Sengendo et al. suggest that employing people with no or low levels 
of education is explained by the fact that such employees do not demand high wages, 
representing a way of cutting the costs of production and increasing the profit margins for the 
enterprise owners (see Sengendo et al. 2001: 37-38 for a discussion of this point).229  
 
                                            
226 This coincides with findings from USAID 1995 and Sengendo et al. 2001. 
227 Family labour is defined as immediate family members of the owner/manager of the enterprise, such as 
wife/husband, children and more distant relatives such as nephews/nieces or brother/sister in law. Matovu found out 
in his survey that marginal clusters tend to use a higher proportion of family labour than upscale clusters in Kampala 
(see Matovu 1999: 65-68, for more details). 
228 These findings largely coincide with those of Sengendo et al. According to them, 82.2% of workers are employed on 
a permanent basis, which tends to run against the common view that MSEs operate on an unstable and part-time basis 
(see Sengendo et al. 2001: 41-42, for more details on this point). On the contrary, the findings of this survey seem to 
suggest that MSEs have the potential to (or actually already do) provide an alternative to full-time employment in the 
“formal” sector. The findings are also consistent with another survey done among in Kampala’s wood and metal-working 
sectors, where waged and casual labour make up more than any other form of labour in small-scale enterprises (see 
Matovu 1999: 53). 
229 As will be elaborated further on, the lower education level of employees is also related to the fact that they are 
“easier to handle”: entrepreneurs do preferably not want to invest too much in their employees or involve them too 
much in the running of the business for fear that they will “steal their business” as it is usually formulated by the 
entrepreneurs. 
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The main points mentioned as strengths of MSEs by the experts are the following: they have a 
certain business acumen and entrepreneurial spirit; they are all-rounders; they are innovative, 
quick and flexible in adapting to changing conditions; and they are willing to improve and grow. 
 
The problems/challenges MSEs face most frequently mentioned by the experts interviewed are the 
following:230 
o lack of access to finance was by far the most commonly mentioned constraint for all size 
categories of enterprises. Some experts, however, highlighted the fact that the middle 
category (i.e. those who are not served by micro-finance institutions anymore) is especially 
affected by this constraint. Other experts highlighted the fact that especially the access to 
working capital is problematic, with micro-finance schemes usually not being designed for this 
need and formal banks usually not accessible for MSEs. Linked to this issue of limited access to 
finance is the lack of financial management (i.e. no record-keeping, no accounting, no bank 
account), common among MSEs, which also limits their ability to approach formal banking 
institutions. A report from the MoFPED came to the conclusion that older enterprises are 
likelier to access bank financing than younger firms.231 In general, MSEs have difficulties in 
accessing financing due to their lack of collateral to secure loans, but also due to the fact that 
they are considered “high risk” clients, largely attributed/connected to their perceived poor 
management skills, poor record-keeping practices and unclear business strategy.  
o lack of strategy, planning and/or focus, connected to the fact that there is no long-term 
orientation.  In a way, this is linked to the perception that the majority of MSEs is driven by 
necessity entrepreneurship and is more subsistence-oriented. Representatives from all three 
groups of experts interviewed have mentioned as one of the key challenges to be overcome by 
MSEs the fact that they are subsistence businesses with no entrepreneurial drive. Another 
aspect of the challenge related to lack of strategy is the fact that MSEs are perceived as 
operating without being organised and applying a trial-and-error way of working. Two experts 
also referred to a copy-cat mentality which is common among MSEs, whereby the business idea 
of family members, friends or neighbours that are perceived as successful entrepreneurs is 
simply copied and implemented without making a market analysis and/or developing a 
business strategy of their own.  
o lack of skills (in general, i.e. related to production and technical skills, connected to the 
relatively low level of education, but also linked to management skills). On the one hand, this 
relates to the owners themselves, but it also relates to their employees: there is something 
like a fear to hire skilled/trained personnel (for example to manage the business or take on 
specific functions such as book-keeping) and, as a consequence, owners do not benefit from 
potential skills upgrading and transfer. Some experts highlighted the connection between low 
levels of skills and learning and the ability to upgrade products and processes. Poor 
                                            
230 See annex 6.1 for a detailed list of problems/challenges faced by MSEs, as mentioned by the experts interviewed. 
The list presented here follows the importance given to the issues by the experts interviewed (measured by number 
of mentions), with a cut made around 20%. 
231 See MoFPED 2008: 27, for more details. 
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management skills are usually associated with the fact that there is no record-keeping in place 
and that decisions are taken rather intuitively, out of experience and observation, by the 
owners of the enterprise, rather than being based on information gathered and sound analysis. 
o limited access to markets, a constraint especially often mentioned by representatives from 
the private sector; 
o low quality of operation, referring to the precarious conditions in which MSEs often operate 
(i.e. open space, no permanent structure, home-based), but also to the fact that the skill base 
of entrepreneurs and employees is relatively low, as well as mechanisation is low, leading to 
low levels of productivity and limited ability to produce bulk and upgrading of products; 
o limited of access to information, on markets, business opportunities, production techniques and 
technologies, among others, an important contributor to business success. The limited access to 
markets can be partly explained by the fact that most MSEs have limited access to sources of 
information on markets and business opportunities outside their immediate vicinity and the 
locality in which they operate, with information often received through word of mouth; 
o lack of separation between business and personal issues, meaning that typically the owner 
does and controls everything, including the allocation/use of resources, particularly capital. 
Typically, the owner-manager-worker is the sole decision-maker in MSEs: no delegation takes 
place and if he/she is not present, the business virtually stands still because all decisions are 
halted; 
o limited access to technology, linked to such issues as appropriate technology and technology 
transfer, reflected in labour-intensive ways of production that are pervasive among MSEs. This 
has to do with limited information on relevant product and process technology on the one 
hand, and with a lack of resources to acquire them on the other hand. 
 
These challenges, as perceived by the experts interviewed, are partly mirrored in the results of 
the MSE survey: 
o 74.1 % of all entrepreneurs surveyed stated that the current was the first enterprise they ran. 
Of the remaining 25.9%, 44% has run 2 enterprises previously and 34% one (resulting in a mean 
of 1.94 enterprises run before the current one).  
o The most common answers received when asking about the motivation to become an 
entrepreneur where “to sustain the family”232 and “to get a higher income”, followed by “so 
as not to an employee anymore”. The fourth most common answer was that a good business 
opportunity, in the form of a market niche and high demand was identified as a chance. The 
fact that running one’s own business provides an opportunity to be independent and have 
more freedom and responsibilities was mentioned in the fifth place. Some highlighted the fact 
that they wanted to grow and develop themselves. Other motivations mentioned were to put 
in practice what was learnt at school or in a training, to run a joint business (usually with 
                                            
232 Some specified it was to pay their children’s school fees, others were widow(er)s, orphans, former IDPs and 
refugees or retired and had to find a way of sustaining their families.  
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friends or relatives), to take over and continue running a family business, as well as because 
of having lost a job.  
o The average business age is of 6 years (6,21), with 50.3% of all enterprises surveyed being 4 
years old and younger. The youngest enterprise surveyed was one that was established that 
same year; the oldest two were already 24 years in existence. This is consistent with other 
studies such as Kappel et al. 2004 and MoFPED 2008, that state that the majority of MSEs is  
7 years and younger. 
o When asked about the tasks he/she performs as owner and manager of the business, 85% of all 
entrepreneurs surveyed answered “all tasks”, making it clear that they are not only involved 
in management and supervision, but also in organisation, procurement, production and sales. 
The categories most commonly mentioned after this were “management and supervision” 
(6.2%) and only management (2.1%). Apart from this, 16.1% mentioned they had another job at 
the same time, apart from running their enterprise. 
o The data on the entrepreneurs’ and their employees’ education was summarised above. When 
asked about the education of their parents, the following picture comes up: 56% of all 
entrepreneurs said their father had finished at least primary school, 46.6% of all said their 
mother had. When asked about their parents’ occupation, by far the most common answer was 
farmer (52.8% for fathers and 66.8% for mothers), followed by carpenter (10.9% of fathers) and 
teacher (10.9% for fathers and 6.2% for mothers). 
o 70.5% of all entrepreneurs said they do not have or use an accounting system (which was 
defined very openly, meaning that it could also simply refer to simple record-keeping of 
revenues and expenditures, for instance). 
o 49.2% of all entrepreneurs interviewed do not have a bank account (either personal or for 
their business). 
o As another measurement of size, the start-up capital and current estimated value of the 
enterprise were used. As mentioned earlier in chapter 5, these are sensitive issues for various 
reasons, which is why the information provided by the entrepreneurs cannot be taken as 
objective facts. The average start-up capital needed (according to the entrepreneurs 
themselves) was of 890.301 USh, with the lowest mentioned being 1.000 USh and the highest 
being 20 million USh. The mean estimated value of the enterprise is 3.560.648 USh; the lowest 
mentioned is 25.000 USh, the highest estimate is of 70 million USh.233  
o When asked about how they use their profit, 33.2% said “investment in enterprise and for 
personal income”, 15.5% said “for personal income only”, and 8.8% said “investment in 
enterprise, payed back loans and for personal income”. This confirms the perception that 
there is no clear separation between earnings/profit made through the enterprise or business 
and the personal income of the entrepreneur. 
                                            
233 Taking an average exchange rate of 0.00058 USh/USD for the period when the MSE survey was conducted (12th 
of July to 30th of August 2004), the resulting values are as follows: 516.38 USD as mean, 0.58 USD as minimum and 
11.600 USD as maximum start-up capital, as well as 2.065,18 USD as mean, 14.5 USD as minimum and 40.600 
USD as maximum current estimated value of the enterprise.   
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o In terms of location, 51.3% of all entrepreneurs have a permanent structure where they work 
from; 34.7% only a temporary one and 14% work from an open space. 27.5% of all 
entrepreneurs worked from their homes; 18.1% from established market places; 42% were 
located on main roads and 44% on side roads.234 12.4% said they had changed the location at 
least once in the course of the existence of their current business. 9.3% had other 
establishments in other locations. A large survey among MSEs conducted by USAID states that 
almost 90% of entrepreneurs have security of tenure of workplace, either holding written 
leases or title deeds or being customary owner of the place from which they operate.235 
Although data was not specifically collected in the current survey, displacement and evictions 
do not seem to affect entrepreneurs much.  
o 51.8% of all entrepreneurs said they do not own any machine, confirming the perception that 
access to technology is difficult for MSEs and a low level of mechanisation is a key 
characteristic. For the rest, the average number of machines owned is around one (1.12), with 
an average age of almost eight years (7.72) and an occupied capacity of 88.76%.  
o 58.5% of all surveyed entrepreneurs were not a member in any kind of association.236 The 
remaining ones were members in any of the following: association of entrepreneurs, including 
USSIA; micro-finance organisations or savings clubs; professional, in the sense of trade-
specific, associations; religious groupings and social associations (for women, widows, 
disabled, elderly).  
 
In terms of the most commonly start-up problems mentioned by the entrepreneurs themselves, 
the following issues came up: 
o by far the most important problem mentioned was “few customers” (35.8 % in first place, 6.7% 
in second place and 0.5% in third place), meaning difficult or limited access to markets, 
o secure start-up capital (17.1 % in first place, 4.7% in second place and 0.5% in third place), 
o be able to pay rent (3.1% in first place, 2.6% in second place and 1.6% in third place), 
o find good location (1% in first place and 1.6% in second place) for the business. 
 
In relation to the development of MSEs, the following aspects can be extracted from the answers 
of the micro-entrepreneurs surveyed: 
o 86.5% mentioned “grow in size” as their key ambition; 
o 48.2% said there was no change in the number of employees; 39.9% registered a slight increase; 
                                            
234 The definition of the different categories was mostly based on observation. Temporary structures, for instance, 
usually have plastered walls made of mud (and sometimes wood), thatched with grass or banana or palm leaves, 
sometimes also with iron sheets. Established market places are defined as major public markets. Main and side 
roads are defined in terms of amount of traffic and importance for the neighbourhood.  
235 See USAID 1995: 31-33, for further details. 
236 The low membership in association has also been found in other surveys such as USAID 1995, MoFPED 2008, 
among others. The role of associations will be discussed in more detail further on in section 7.3.3. 
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o the average growth (calculated as the relation between the start-up capital and current value 
of the business, as stated by the entrepreneurs) is of 258.1%;237 
o 49.2% registered a slight increase in the number of their suppliers, 44.6% felt no change; 
o 51.3% of all entrepreneurs felt a slight and 44% a strong increase in the number of their 
customers.  
Therefore, overall, a considerable percentage of MSEs reported a positive development in the 
expansion of their business.  
However, also the competition is felt to be very strong: 45.5% said they are currently facing very 
strong and 31.6% strong competition; 47.7% of all entrepreneurs considered competition to have 
strongly increased as compared to the past, 24.9% felt a slight increase and 24.4% no change. 
 
7.1.1. Entrepreneurs operating in the food processing and wood sectors compared 
 
In the following, the activities in which surveyed entrepreneurs in the food and wood sectors are 
engaged in are presented. A detailed comparison between the two sectors will not be provided at 
this point, since it will run through the whole chapter 7, but the most salient differences in 
relation to the basic features of micro-entrepreneurs referred to above will be discussed.238  
 
Food processing (sub-)sector 
The activities in which the food processing entrepreneurs surveyed were engaged, include the 
following:  
o food processing: flour/maize milling, butchery, bakery, oil pressing, nuts paste, dried fish, 
dried mushrooms, malewa239 
o dairy: milk, yoghurt, cheese, bongo, ghee240 
o beverages: bushera, juice, beer, wine, waragi241 
o animal feeds 
o other food processing: jam, honey, tomato sauce 
o food selling: snacks (such as roasted nuts, chapatti, mandazi, kabalagala, samosas)242, 
muchomo, food vendors, catering, restaurants.  
                                            
237 Also this ratio has to be taken with caution since neither the start-up capital needed nor the current value of the 
business can be taken as accurate figures. 
238 See annex 5 for a detailed comparison of mean values for each of the two sectors covered. 
239 Malewa are bamboo shoots. They usually come from the Mount Elgon region, on the border with Kenya. As a 
seasonal crop, they are harvested once a year, preserved by smoking and then cooked by soaking. The product is 
then washed, sliced and boiled. It is usually eaten with ground nut sauce. 
240 Ghee is in a way comparable to butter, with the difference that it can be stored for extended periods without 
refrigeration when kept in an airtight container. It is usually made of cow milk. Bongo is sour milk. 
241 Waragi is a generic term used in Uganda for (usually domestically) distilled beverages. Depending on the crops 
grown in the region, waragi is usually made of cassava, millet, bananas (so-called matooke) or sugar cane. Beer and 
wine are made of fruits and mainly matooke. Bushera is a non-alcoholic porridge with roots in western Uganda. It is a 
traditional fermented cereal beverage, brewed from millet, sorghum and water. It is served chilled and is a very 
popular beverage in the country.  
242 Most snacks are fried, apart from roasted nuts and chapatti. Mandazi are a type of fried bread, comparable to 
doughnuts; kabalagala are a type of pancake made from cassava flour and sweet bananas, sometimes spiced with 
peppers; samosas and chapatti come from the Indian kitchen. Muchomo are meat (usually pork, chicken or goat 
meat) sticks that are grilled on charcoal. These snacks are usually sold openly on the roadside. Especially in the 
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The following figure provides a generic value chain map for the food processing sub-sector.243  
 
Figure 12: Generic value chain map for the food processing (sub-)sector 
 
       Source: Memedovic 2009: 6. 
 
                                                                                                                                             
evenings, and/or on busy roads throughout the day, entrepreneurs put up their stalls/tables to sell their products. 
Food vendors sell traditional dishes, usually in established markets, and are especially frequented during lunch 
breaks, mostly by workers from around the market.  
243 This is done for reasons of simplification, since a value chain map would have to be drawn for each of the 
products separately. 
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Wood processing (sub-)sector 
Activities in which the entrepreneurs operating in the wood or forest-based subsector were 
engaged, include the following: furniture-making and carpentry, sawmilling and timber selling, 
crafts/art and wood carving, and grass/cane work. By far, the largest group covered is the one 
engaged in furniture-making, made up of 54 entrepreneurs244 (77.14% of all entrepreneurs in the 
wood sector and 28% of the total entrepreneurs covered in the survey). 
 
The following figure provides a generic value chain map for the wood sub-sector.245  
 
Figure 13: Generic value chain map for the wood (sub-)sector 
 
         Source: Kaplinksy/Readman/Memedovic 2009: 4. 
 
Tasks typically performed by MSEs operating in the two sectors include: purchasing/sourcing, 
transportation, production/processing/manufacturing, marketing, retailing, distribution. For the 
wood sector, one might add design and after-sales services. The extent to which these tasks are 
performed in-house, subcontracted to others or purchased from others as services varies and will 
be discussed further on under the section 7.3 related to business linkages and the integration of 
micro-enterprises in local value chains. 
 
                                            
244 Please note that one entrepreneur engaged in furniture-making was also engaged in timber selling at the same 
time. 
245 Given the fact that the vast majority of enterprises covered in this sub-sector are furniture-making businesses and 
given the fact that timber-sellers are part of the same chain, the value chain map is drawn for this specific chain. 
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The average age of entrepreneurs in the wood sector is slightly lower than in the food sector. This 
might also be related to the slightly higher proportion of single entrepreneurs and the lower 
average number of children. Almost identical averages emerge for the number of enterprises run 
before (1.91 for the wood and 1.95 for the food sector), but a significantly higher proportion of 
entrepreneurs engaged in the wood sector state that the current enterprise is the first one they 
run (84.3% against 68.3% of food processors), also higher than the average over all entrepreneurs 
surveyed of 74.1%. Average working hours are above nine hours in the wood sector and below nine 
hours in the food sector. Entrepreneurs from both sectors have similar percentages when it comes 
to another occupation other than heading the enterprise (15.7% for the wood and 16.3% for the 
food sector).  
 
There is a high proportion of family businesses in the wood sector, suggesting it is traditional 
business which is inherited from (usually) father to son. Somehow in line with this is the fact that 
the enterprises in the wood sector are on average 2 years longer in existence when compared to 
those in the food sectors (7.3 years against 5.6 years). 
Also, the proportion of group businesses is the highest in the wood sector, mainly explained by the 
fact that the investments needed to start up and run the business are higher than in the food 
sector: capital outlays needed for the large spaces required, (often expensive) machinery, 
equipment and tools needed, access to infrastructure/utilities, as well as raw material required is 
relatively high, leading to groups of artisans or entrepreneurs coming together to jointly run an 
enterprise. Resource-pooling is a common feature of the wood sector, also described by Matovu 
for this sector as well as the metal-working sector in Kampala (see Matovu 1999). However, 
Matovu describes that co-entrepreneurship arrangements are “shunned” by entrepreneurs in 
upscale clusters, an indication that group ownership is mainly related to resource-pooling, but not 
so much related to widening the skill base or serving higher-end markets (see Matovu 1999). 
 
Figure 14: Ownership structures in the food and wood sectors 
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Source: Micro-enterprise survey. 
 
According to Sengendo et al. 2001, locational characteristics of enterprises are highly related to 
the marketing possibilities, the amount of capital available and the nature of products that the 
enterprise produces. Consistent with this, the comparison between food-processing and wood-
working enterprises shows that the former ones are more likely to be located in permanent 
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structures and off the main road, with the latter ones consistently using more temporary 
structures along the main roads. Entrepreneurs active in the wood sector need more space for 
their operations (especially storage and production) and the display of their products. This is why 
it is more convenient for them to work along the main roads in places that are rather open or with 
temporary structures, where they can display their products to potential customers. Interestingly, 
none of the entrepreneurs from the wood sector surveyed operated from an established market, 
against 28.5% of food processors. Ensuring minimum health and safety standards is an important 
concern for food processors, which could partly explain the high proportion working from 
permanent structures (60.2%) and from home (36.6%).  
Matovu highlights the fact that to entrepreneurs in the wood sector, the flexible use of 
workspaces is more important than the permanency or temporariness of structures, also 
describing a graduation of structures over time (see Matovu 1999: 63-64). Matovu found significant 
differences in the average rents in upscale and marginal clusters, leading to such developments as 
entrepreneurs in the upscale clusters rationalising the use of space more and renting (for 
instance, separate storage) places jointly with competitors (see Matovu 1999: 64).  
 
The entrepreneurs’ level of education in the two sectors differs in the following way: there is a 
significantly higher proportion of entrepreneurs with no education and primary education in the 
food sector as compared to the wood sector; the percentage of entrepreneurs having completed 
their O-levels is higher in the wood sector (41.4%) than in the food sector (24.4%). Due to the 
nature of the sector, the proportion of entrepreneurs having received formal and/or informal 
technical formation in the wood sector is significantly much higher than in the food sector (74.3% 
as compared to 19.5%). Interestingly, also significant differences can be found in terms of the 
parents’ education: in the food sector less than half of the parents, both the mother and father, 
had received any kind of formal education, compared to an average of 62% of parents of 
entrepreneurs in the wood sector.  
 
Data related to the employees’ characteristics in the two sectors, as compared to the total 
average, is summarised in the following figure.  
 
Figure 15: Employee characteristics in micro-enterprises in the food and wood sectors 
 
Source: Micro-enterprise survey. 
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Food processors employ less people (2.46 employees on average) than entrepreneurs in the wood 
sector (4.27 employees on average).  
Overall, food processors employ lower-educated people, with an average of more than a third of 
their employees having no formal education at all.  
Food processors also employ the highest proportion of family members. This might be a natural 
outcome of their preferred choice of location, namely of merging work and home spaces, making 
family labour more accessible in this case, probably also being a way of engaging especially the 
daughters in the business. In line with this, female employees dominate the food sector.  
In the wood sector, female workers and family members are often employed to do the finishing 
work. Plenning, sanding and vanishing are tasks that are repetitive and strenuous and, thus, might 
be less suited for the use of waged labour. They are, however, key for the competitiveness of the 
enterprises, since they largely define the quality of the final products. Matovu suggests that these 
activities are preferably given to family members or apprentices, since waged labour is too 
expensive for these tasks and because the entrepreneur can control the work better in this way 
(see Matovu 1999: 68-69). 
Probably consistent with the nature of operations in each sector, the proportion of specialists 
employed in the wood sector is higher than in the food sector (56.1% against 20.4%), and the 
proportion of generalists lower (43.9% against 79.6%).  
 
Significant differences also emerge in relation to the average start-up capital and current value of 
enterprises in the two sectors, giving an indication on entry barriers and capital requirements. 
The average start-up capital in the food sector is about a third (0.35) of what is required in the 
wood sector, with the minimum investment in the food sector being 1.000 USh as compared to 
50.000 USh in the wood sector. The proportion slightly rises in terms of average current value of 
the enterprises as estimated by the respective owners (0.47), with the lowest estimated value in 
the food sector being 25.000 USh against 150.000 USh in the wood sector.246  
 
7.1.2. Female and male entrepreneurs in the food and wood sectors compared 
 
The sample of entrepreneurs surveyed is described as follows: female entrepreneurs represent 
8.6% of entrepreneurs surveyed in the wood sector and 55.3% of those in the food sector; male 
entrepreneurs, not surprisingly, make up the vast majority in the wood sector (91.4%) and 
represent 44.7% of food processors. 
 
No major difference exists in terms of average age of male and female entrepreneurs.247 There 
are slightly more single and widowed female entrepreneurs than male, with women having more 
                                            
246 Taking an average exchange rate of 0.00058 USh/USD for the period when the MSE survey was conducted (12th of 
July to 30th of August 2004), the resulting values are as follows: 0.58 USD and 29 USD as minimum start-up capital 
needed, as well as 14.5 USD and 87 USD as average start-up capital needed in the food and wood sectors respectively. 
247 See annex 5 for a detailed summary of mean values for female- and male-headed enterprises covered in the survey. 
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children on average than men.248 Almost identical averages emerged for the percentage of 
entrepreneurs running their first enterprise, the number of enterprises managed before and 
working hours per day. Men, however, tend to be more engaged in other occupations than women, 
with 17.6% of them saying that they had another occupation apart from running the enterprise as 
compared to 13.5% of women. 
 
The highest proportion of enterprises run under the legal form of a partnership is found among 
female entrepreneurs: this is explained by the fact that they often register their business in 
partnership with their husbands or brothers.  
 
In line with the discussion on the locational choice of entrepreneurs above, consistently more 
women operate from permanent structures, off the main roads, from established markets and 
from home, as compared to their male counterparts. The difference is especially large for home-
based work, with 43.2% of all female entrepreneurs interviewed operating from home, compared 
to only 17.6% of all male entrepreneurs. This might suggest that the marketing strategy in the 
food sector (and of female entrepreneurs) is mainly through contacts with retail outlets 
owned/managed by other people, a point that will be discussed in more detail in section 7.3.2. 
 
When it comes to the level of education of entrepreneurs, differences between male and female 
entrepreneurs are less marked as when comparing the two selected sectors. Still, a higher 
proportion of female entrepreneurs has no formal education (12.2% as compared to 5% of male 
counterparts) and more male entrepreneurs have finished their O-levels (34.5% as compared to 
24.3% of women). Also the parents of male entrepreneurs are on average better educated. 
The difference between female and male entrepreneurs having received some form of technical 
formation is less large than when comparing the food and wood sectors, but can largely be 
explained by the engagement in the respective sectors. 
 
Women employ lower-educated people, with workers without any formal education making up an 
average of 41.8% of their workforce (compared to 24.2% in male-headed enterprises) and workers 
with primary education constituting an average of 46.4% of the workforce (compared to 61.5% in 
male-headed enterprises). 
The proportion of family members employed is almost identical for female and male 
entrepreneurs, but female-headed enterprises employ a higher proportion of female workers 
(65.2% as compared to 14.7%). However, this cannot be taken as general fact, but is more likely 
linked to the fact that most female entrepreneurs are active in the food sector, which employs 
more women than men overall. 
 
When comparing start-up capital and current estimated value of enterprises, significant differences 
arise: average start-up capital of female-headed enterprises is only a fourth (0.24) of the 
comparable in male-headed enterprises, with the lowest start-up capital invested by women being 
                                            
248 As mentioned before, the observation was that especially female widows take care of so-called HIV/AIDS 
orphans, which might explain the fact that average women have one more child than men. 
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1.000 USh as compared to 5.000 USh in the case of men; the average estimated value of enterprises 
headed by women is around a third of those headed by women (0.328), with the lowest amounts not 
being too far away (25.000 USh in the case of women and 30.000 USh in the case of men).249  
 
 
7.2. The business environment in Uganda, as perceived by MSEs and experts  
 
7.2.1. The Government’s Private Sector Development policy  
 
In chapter 5, the main Government policies dealing with PSD in Uganda were summarised. In the 
following, the views/opinions of the PSD experts interviewed in relation to these are presented.250  
 
General perception of the Government’s PSD policy 
The main reference point for PSD in Uganda is the MTCS (now CICS), although the topic of PSD was 
also placed in a broader context of poverty reduction by the PSD experts (linked, as explained 
previously in chapter 5, mainly to the PEAP and PMA) and policy papers on specific topics such as 
investment promotion, industrial development and SMEs. 
Experts mentioned the fact that a commitment to PSD can be felt (although, interestingly, this point 
is only raised by representatives from the public sector) and that, in general, good policies exist and 
are in place (interestingly, this point is only raised by representatives from the private sector). 
A special department at the MoFPED, the so-called MTCS Secretariat, was created to serve as focal 
point for the implementation of the MTCS/CICS. This point was raised by representatives from both 
the private sector and donors, which might suggest that the division of roles and responsibilities 
among public sector institutions was not clear before the establishment of the Secretariat.  
In general, it was stated that a “change of mindset” was needed in relation to PSD with regard to 
two main points: (1) in the sense that the Government and donors have to move away from 
subsidies and request/demand more (especially financial) contribution from the private sector 
itself,251 and (2) in the sense that the private sector should be seen as being much broader than 
manufacturing and industry, as traditionally seen, and that PSD (at least in the sense of private 
sector involvement) has to become a cross-cutting them in all policy areas, be they related to 
health, education or agriculture.252 
Mentioned positively was the fact that the starting point for the development of Government 
policies related to PSD are the constraints and bottlenecks that impede the development and 
                                            
249 Taking an average exchange rate of 0.00058 USh/USD for the period when the MSE survey was conducted (12th 
of July to 30th of August 2004), the resulting values are as follows: 0.58 USD and 2.9 USD as minimum start-up 
capital invested, as well as 14.5 USD and 17.5 USD as average start-up capital invested by female and male 
entrepreneurs respectively. 
250 See annex 6.2 for a complete list of mentions by experts interviewed on the PSD policies of the Ugandan 
Government. 
251 Similarly, on the recipients’ side, entrepreneurs and enterprises, as well as their representing bodies, should move 
away from always waiting for external funds and rather mobilise more resources among/from themselves for their 
own development. 
252 This view is in line with the World Bank’s definition of the private sector as a “way of doing things across sectors”, 
which was already mentioned earlier in the second chapter (see also World Bank 2002 for more details). 
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growth of the private sector. It was a consensus among experts that the most important 
constraints and bottlenecks have been identified and are being addressed through the Government 
policies. Hence also the relevance of the MTCS: it is designed to address the most important 
constraints and bottlenecks faced by the private sector (although interestingly, only 
representatives from the public sector mention this point). However, one expert mentioned the 
fact that the MTCS is characterised by lack of depth. A minority thought that overall the same 
issues will continue to be addressed in the future, that the focus in terms of key constraints and 
bottlenecks to be addressed will not have to change. It was also highlighted that there are still 
some gaps in terms of issues/constraints to be addressed and, therefore, a revision is needed. This 
is a common approach in development cooperation, but it clearly is rather problem- and 
constraints-based than oriented at potentials and opportunities. In a way, the value chain 
approach introduces an important change, with its “radical” focus on market demand. Still, 
though, when identifying possibilities for intervention, the “common” approach of analysing a 
chain in terms of its constraints and bottlenecks that need to be addressed is used. However, it is 
clear that the application of the value chain approach leads to more demand-oriented and 
market-conform/based interventions. 
 
Key PSD issues in Uganda253 
As main themes being addressed, the following were mentioned positively: competitiveness, BDS, 
export promotion, financial markets, enabling environment, institutional reforms, and SMEs.  
Related to the quality of the strategy, it was mentioned that the financial resources available to 
the Government or rather the amount of resources the Government is willing to allocate to PSD 
are not made transparent, a concern from representatives of both the public and private sectors.  
In terms of issues that were not yet being addressed in the policy and strategy papers, and that 
would need to be included in the future, the following were mentioned: the informal sector, the 
land (distribution and registration) issue, and industry. 
A relatively long list of relevant topics/issues that need more focus in the future was obtained. 
The two main topics that emerged (both mentioned by 50% of all experts) are competitiveness and 
the promotion/upgrading of SMEs. In relation to MSEs, two relevant topics/points are commonly 
mentioned: the informal sector and the development of an MSME policy.  
In terms of issues that would need more focus or attention (although they are already being 
addressed), the following were mentioned:254 export promotion, industry promotion, the creation 
of an investment-friendly environment, skills development, BDS, access to credit (on the one hand 
in the form of increasing micro-finance outreach, on the other hand specifically for SMEs, since 
the large enterprises and the very small ones are served relatively well by either banks and micro-
finance institutions), employment creation, and energy. 
                                            
253 It is highlighted that this analysis/perception is linked to the MTCS. Since 2004, the CICS, industrial development 
policies and the National Development Plan were introduced/published. Overall, the issues mentioned by the experts 
in 2004 are all there and have not changed in principle, are still the ones being addressed in the more recent policies 
(see UJAS 2006, MoFPED 2007, MTTI 2008, GoU 2010).  
254 Details on which issues were only or predominantly mentioned by one of the expert groups can be seen in annex 6.2.  
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The value chain approach has the potential of providing a framework for addressing all of these 
issues in an integrated manner (although specifically for one (sub)sector) and therefore provides 
an alternative for scattered, separate and uncoordinated  interventions. 
 
The role of (support to) PSD 
An important point in all interviews was a reflection on the importance of the private sector for a 
country’s development in general. Overall, the experts’ perception reflects an understanding of 
(economic) growth as being a necessary condition for poverty reduction, but it was widely 
questioned where the topics of competitiveness and PSD belong and should be rooted. Is the 
public sector the responsible party to address these topics? Should they be addressed at the 
national or rather at the firm level?  
The Government is seen as the provider of an “enabling environment” to ensure competitiveness 
and PSD, in the sense of providing and setting the right framework conditions. Interestingly, only 
representatives of the private sector insisted that the Government should pursue a “hand-holding 
approach” for companies and specific sectors to ensure PSD, calling for more direct interventions 
of the Government. In this respect, examples of Ireland and Asian countries were cited where a 
more active role of Government is observed in defining/setting the direction of PSD and in 
purposively promoting selected sectors.  
As to the role of the private sector, experts confirmed the common notion and Uganda’s 
government position (as expressed in all policy papers and statements) that the “private sector is 
the engine of growth”. One expert (representing the private sector) expressed the opinion that 
the private sector should actually take a leading role when it comes to issues related to PSD. 
Related to this is the problem of PSD policies and interventions always using the public sector 
(with the most relevant ministries, usually Finance or Industry) as main partner in all stages 
(design, implementation, M&E), rather than the private sector itself. This discussion is also part of 
the broader discussion on how best to achieve PSD.255 
 
Implementation of PSD policies 
As mentioned previously and in chapter 5, the set-up of the MTCS Secretariat, as well as the donor 
coordination mechanism have been major milestones achieved with the start of the MTCS, which 
later developed into the CICS. 
In relation to the implementation of policies and strategies, the following points are highlighted as 
positive: networking and coordination among the most relevant actors from the public and private 
sectors as well as the donor community is largely taking place and on-going (interestingly, this 
point was only raised by representatives from the public sector and donor community); the 
mechanisms and instruments created facilitate the multi-stakeholder dialogue (interestingly, this 
point was only raised by representatives from the public sector and donor community); monitoring 
of impact is taking place (though could be improved). 
                                            
255 Please refer back to chapter 2 for more details, also on the divide among donor agencies. 
 182
In general, the overall impression is that the policy statements made by the Government are 
satisfactory and that Uganda is well-endorsed with policies. However, some experts highlighted 
the fact that impact on the ground is not so visible for various reasons: there is a lack of 
coordination among public sector institutions, as well as among donor agencies themselves; the 
needs of the private sector are still not adequately addressed and the Government needs to 
become more responsive to the demands/needs of the private sector; there seems to be a 
geographic focus on the Southern and urban part of Uganda, with a concentration around 
Kampala, the country’s capital and economic centre; there is a lack of outreach and trickle-down 
effects are not settling in; the translation of policies and strategies into action, referring to the 
actual implementation and enforcement of policies/strategies and laws, is lagging behind.  
In terms of issues that need to be taken into account during implementation of PSD strategies and 
policies, the following points were recommended:256 need to establish PPP, in general, but mainly 
for specific topics and issues to be solved; need to establish a functioning public-private dialogue, 
including capacity building of all relevant actors and institutions in order to be able to engage 
effectively in public-private dialogue; a definition of the triggers and injections needed to achieve 
PSD, especially in financial terms; need for a “hand-holding approach” from Government 
(interestingly, this point was only mentioned by representatives of the private sector); 
undertaking and assessment of (implementation status of) current policies and strategies; a clear 
definition and division of roles between the public and private sectors and donor agencies; 
improved coordination among all actors and harmonisation of approaches; taking into account 
both the supply and demand sides of markets (i.e. BDS, employment) in the design and evaluation 
of policies and strategies; more involvement of the private sector was demanded by a private 
sector representative.   
The definition of “triggers” and “injections” needed for PSD were mentioned by Government and 
donor representatives equally: this shows some concern in relation to the commitment and 
transparency from both sides, related to aid flows and public expenditure management, but also 
to prioritisation and sequencing of interventions. It also, however, reflects the idea that some 
kind of support is needed to kick-start PSD and that subsidies in the form of “strategic 
investments” are needed where the public/national interest lies. This is linked to the “hand-
holding approach” called for from the side of private sector representatives, in the form of a more 
pro-active role of Government in PSD, most commonly referring to the example of Ireland. This is 
somehow related to the notion of “developmental states”, which are characterised by strong state 
intervention, especially in the field of industrialisation. It also goes back to the discussion that was 
briefly sketched in chapters 2 to 4 in relation to direct and indirect interventions by Government 
and donor agencies, as well as their capacity to “engineer” sectors and economies – it remains a 
contested issue whether Governments and donors should simply respond to demand for advice and 
reforms or whether they should actively contribute to creating and directing demand. 
                                            
256 They are presented in order of numbers of mention. See annex 6.2 for more details.  
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A more action-oriented approach was called for by a public sector representative, perhaps 
reflecting the difficulties in defining what the “provision of an enabling environment” entails. 
Representatives from donor agencies called for the establishment of a SWAP and a more flexible 
and open framework, where funds could be relocated easily according to market and other 
developments.  
Overall, in the parts of the expert interviews related to PSD policies, the division in the “PSD 
scene” between “right” level of intervention (i.e. macro or micro) and role of different actors 
became apparent. 
 
7.2.2. Micro- and small-scale entrepreneurs’ views on the business environment  
 
The survey conducted among micro- and small-scale entrepreneurs from the food and wood 
sectors included one section on selected issues related to the business environment in which they 
operate.257 These mainly cover access to infrastructure, awareness on and impact of legislation, 
problems faced in relation to the business environment and support received. In the following, the 
main findings from this section are presented. 
 
Entrepreneurs were asked about their access to electricity, water supply, telephone (regardless of 
whether landline or mobile) and means of transportation, considered basic utilities, especially for 
enterprises operating in the manufacturing sector. The most common answers in terms of 
combinations were the following: 
36.8% had access to electricity, water and a telephone. 
27.5% had access to electricity and water only. 
13.5% had access to electricity, water and a telephone, and also owned a means of 
transportation. 
8.3% had access to electricity only. 
Merely 4.1% of all entrepreneurs surveyed said they had no access to any of these utilities.  
71.4% of all entrepreneurs operating in the wood sector had access to electricity, as opposed to 
55.3% of food processors. On the other hand, a very high proportion of food processors and female 
entrepreneurs had access to water (87% and 89.2% respectively). These figures indicate what the 
key inputs are for the respective sectors in which entrepreneurs operate. 
40.4% of all surveyed entrepreneurs said their production was a little affected by infrastructural 
problems (falling into any of the above-mentioned four); 23.3% were affected regularly, 16.6% 
sometimes and 19.7% never.258  
 
                                            
257 See part 9 of the MSE questionnaire in annex 5. 
258 Especially the provision/availability of electricity (especially in terms of reliability and affordability of supply) has 
significantly worsened in recent years in Uganda, which is likely to negatively affect the perception of infrastructural 
constraints, being a key input for enterprises operating in the manufacturing sector. According to a MoFPED report 
on a MSME survey from 2007, 80% of surveyed firms ranked the availability of electricity as the number one 
constraint affecting their business (MoFPED 2008: 25). 
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83.4% of all entrepreneurs said they were aware of existing legislation relevant to their 
business.259 Although entrepreneurs were asked to specify concrete areas of legislation, the 
relatively high level of awareness might also be interpreted as reflecting “legislation” in terms of 
commonly/informally established rules and ways of working. 82.6% were aware of fees and taxes 
related to their business activity, by far the most common answer. 45.3% knew about quality 
standards relevant to their trade. 37.9% were conscious about restrictions on local operations: 
these are mainly related to permissions in terms of location. 29.2% were aware of health and 
safety regulations, 22.4% of technical standards related to their trade.  
When asked about fines paid for not abiding existing legislation, 99% of all entrepreneurs 
answered they had never paid such fines and merely 1% said they did so once. No single 
entrepreneur mentioned that fines had to be paid more than once. This result is clearly taken as 
an indication that the question touched upon a sensitive issue that entrepreneurs were not willing 
to reveal information on. 
The relatively high levels of awareness on existing legislation or rules are contrasted by the 
following: entrepreneurs were asked whether changes in legislation affected their business. 42% of 
all entrepreneurs said no, not at all, and 25.4% answered that they did not care, even if it did 
affect them. 18.7% however said that changes affected their business and that they tried to be 
well-informed about them. 
It also contrasts with the fact that less than a third (31.9%) said they were aware of existing 
labour regulation. In fact, 91.2% of all entrepreneurs said they agreed on their “own rules” with 
their employees, meaning that there were basic working conditions agreed upon, but mostly 
without taking the official legislation into account.260 Of those entrepreneurs who were aware of 
existing labour legislation, 10.9% said they knew about health and safety regulations and 8.2% 
about social security issues. 
 
A relatively high proportion of entrepreneurs mentioned they had no problems in relation to the 
business environment (48.2%). The remaining ones, talked about problems and difficulties with: 
infrastructure (58%), bureaucracy (24%) and corruption (17%).261  
 
A high proportion of the entrepreneurs surveyed stated that they had never received any form of 
support (79.3%).262 Of the remaining entrepreneurs surveyed who had received some support in 
                                            
259 21.6% of all female entrepreneurs surveyed said they were not aware of any legislation affecting their business: 
this is significantly higher than the average of 16.6% over all surveyed entrepreneurs. This is also reflected in the 
high proportion of women entrepreneurs who said changes in legislation do not affect their business operations at all 
(51.4%, compared to 42% of all entrepreneurs surveyed). Also in line with this is the fact that more than half of all 
female entrepreneurs and food processors surveyed said they do not have any problems in relation to the business 
environment (56.3% and 53.2% respectively). 
260 This does not, however, necessarily mean that illegal practices are common. 
261 Multiple answers were permitted. Percentages are calculated on the basis of the number of entrepreneurs who 
answered the question positively.  
262 In relative terms, male entrepreneurs and food processors received less support than female entrepreneurs and 
those operating in the wood sector (see annex 5 for more details). A MoFPED report explains the low level of 
utilisation of available support services to MSMEs by two factors: lack of availability of services in all locations 
(meaning both rural and urban, as well as in the capital and the interior) and limited awareness of entrepreneurs on 
the offer and availability of support services (see MoFPED 2008). 
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the past and/or present, by far the most common source was their association (55%), followed by 
donor or NGO programmes (35%) and the national government (10%). 
By far the most common support received was in the form of training (mentioned by 85% of 
entrepreneurs who receive(d) support), followed by technical support (in the form of tools and 
equipment or other hard-ware) and advice. Financial assistance (in the form of loans or grants) 
was only mentioned by 2.5% of all entrepreneurs who receive(d) support.  
Interestingly, 16% of all surveyed entrepreneurs mentioned they were not interested in receiving 
any kind of support. Some entrepreneurs commonly mentioned that they wanted to make sure 
they remain independent, while others hinted at the fact that there might be some strings 
attached to support received, but some simply did not see any need for external support to 
improve their business in any way. Of the ones who were interested in external support, the main 
common areas mentioned were the following: financial support, commonly referring to 
loans/credit/grants (70.5%)263, business education (34.7%), advice in the management of their 
enterprise (25.4%) and technical education (14%).  
 
Another important determinant of the business environment is the perceived level of competition. 
45.6% of all entrepreneurs said they were facing very strong and 31.6% strong competition at the 
moment. Interestingly, four entrepreneurs said they had no competitors, being very confident 
about the uniqueness of their products and services. In terms of changes perceived in the level of 
competition, 47.7% of all entrepreneurs said there had been a strong increase, against 24.9% who 
experienced a slight increase and 24.4% who experienced no change. These figures seem to 
confirm the common association of atomistic competition with micro-enterprises. 72.5% of all 
entrepreneurs stated they knew their main competitors personally, perhaps an indication for the 
fact that micro-enterprises operate in relatively limited geographical areas. However, almost half 
(49.7%) of all entrepreneurs said they had no contact at all with their competitors, perhaps an 
indication of the cut-throat competition usually associated with micro-enterprises and the lack of 
cooperation that results from it.  
These points will be taken up again in the following section related to business linkages and 
integration in value chains.  
 
                                            
263 This high proportion reflects the common perception of entrepreneurs that the most important constraint faced is 
the “lack of funds”, both in terms of fixed and working capital, limiting their ability to invest. Interestingly, 83,8% of all 
female entrepreneurs surveyed requested support in the form of loans/credit, clearly above the average of 70,5%. 
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7.3. The integration of MSEs in value chains 
 
The participation of micro-enterprises in value chains is hinged on the linkages in which these are 
engaged in. These are divided into the following: backward and forward linkages, mainly covering 
issues related to sourcing and distribution, horizontal linkages, highlighting issues related to co-
entrepreneurship arrangements and the importance of associations, and cooperation among 
enterprises, referring to different forms of collaborative action between micro-enterprises and 
enterprises of different sizes, as well as within or outside the same chain in which they are engaged 
in. A final aspect covered as part of the integration into value chains is the issue of upgrading. 
 
7.3.1. Backward linkages 
 
Backward linkages involve the flow of raw materials, equipment/machinery, finance, consumer 
goods, information and expertise/training: basically they include everything that has to be 
procured so that the firm (in this case MSEs) can produce its services and/or goods. 
Backward linkages examined within the current survey among micro-enterprises relate to the 
following: 
o sourcing of inputs (raw materials, unfinished and finished264 products, as well as services), and 
o supply of finance. 
 
68.4% of all entrepreneurs mentioned raw materials as the only inputs being sourced from outside; 
21.8% said they procure raw materials and services. The procurement of services is particularly 
high among entrepreneurs from the wood sector (60% as compared to 3.3% from the food sector). 
 
Figure 16: Types of products and services sourced by micro-entrepreneurs 
 
Source: Micro-enterprise survey. 
 
The distribution shown in the table above shows that the division of labour is generally low and 
only meaningful in the wood sector. Tasks that are usually subcontracted are the following: 
cutting/splitting, preparatory tasks (such as turning, moulding), joinery, and to a lesser extent 
                                            
264 Finished products could also include equipment and machinery. Information on the procurement of these items 
was not collected separately. See part 6 in annex 5 for a detailed summary of mean values related to sourcing. 
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finishing tasks. The most commonly subcontracted tasks are those for which specialised machinery 
and equipment is required.  
Entrepreneurs in the wood sector complain about the low quality work done by specialised service 
providers, as well as issues of material and tool theft. For these reasons, the entrepreneur usually 
“assists” (or rather controls) the service provider while doing his work or sends a trusted employee. 
Matovu speaks of “technical assistance” provided by entrepreneurs to specialised service providers 
in the form of detailed and on-site instructions, mainly in relation to design and/or measurement 
attributes for jobs in progress.265 This, in turn, means that one of the key advantages of outsourcing 
tasks/activities, namely freeing up capacity for other tasks/activities and speeding up production, 
and, therefore, lowering the production costs, cannot really be achieved. Matovu describes that 
specialised service providers in turn complain about unstable demand of services, the small size of 
orders, defaults and delayed payments (see Matovu 1999: 93).  
More subcontracting does probably not take place for various reasons: 
o the small volumes/jobs handled by MSEs do not require specialisation, 
o low levels of development in terms of quality and design do not require precision and 
specialists in doing the work, 
o largely customised products, without standard/universal designs and measurements do not 
encourage “mass” production, 
o high transaction costs are involved due to negotiation and supervision needed for the 
subcontracted works. 
The lack of vertical linkages, mainly due to the high transaction costs involved, means that all 
different phases of production, characterised by different economies of scale, labour intensity and 
processing times, are performed in-house. This organisational problem is usually not solved by 
entrepreneurs through the introduction of internal division of labour. On the contrary, in the wood 
sector the common arrangement observed was that specific entrepreneurs were specialised in 
specific pieces, i.e. one was the “expert” in sofas, another one in dining tables and chairs, a third 
one in beds and a fourth one in coffins (classified as “specialists” in terms of employee 
categories). Mainly dependent on the demand for each item, casual labour and/or apprentices 
were then attributed to the worker who was under pressure to produce a number of items 
exceeding his capacity. As previously mentioned, finishing tasks that are key determinants of the 
final quality of the products, are usually given to family workers. 
 
Almost all entrepreneurs (99.5%) said they source their products from within Uganda. 2.6% said 
they procure their inputs from abroad and 35.8% of all entrepreneurs indicated they use imported 
products.266 
 
                                            
265 See Matovu 1999: 102, for more details on this point. 
266 Please note that multiple answers were possible. Sourcing from abroad only occurred in the wood sector and was 
done by male entrepreneurs. Also the use of imported products was predominant among male entrepreneurs (47.1%) 
and the wood sector (62.9%). 
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Asked about where the entrepreneurs buy their inputs, the following combinations come up: 
15% mentioned through intermediaries, wholesalers and retailers, 
9.8% mentioned directly from the producer and through intermediaries, 
8.3% mentioned through wholesalers only, 
7.3% mentioned through retailers only, as well as directly from the producer only.  
The figure below summarises the answers to the individual options, as given by different groups of 
entrepreneurs. 
 
Figure 17: Sources of procurement for micro-entrepreneurs 
 
Source: Micro-enterprise survey. 
 
Asked about who they buy their inputs from, the following combinations were the most commonly 
mentioned by the surveyed micro-entrepreneurs: 
32.6% mentioned from small enterprises only, 
31.1% mentioned from small enterprises as well as large enterprises, 
14% mentioned from large enterprises only, and  
6.7% mentioned from small enterprises and from family/relatives. 
No entrepreneur got any inputs from public enterprises. 
The figure below summarises the answers to the individual options, as given by different groups of 
entrepreneurs. 
 
Figure 18: Business partners supplying micro-entrepreneurs 
 
Source: Micro-enterprise survey. 
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Defining the formal sector in a very simplistic way as being made up of large enterprises (meaning 
above the threshold of 10 employees, i.e. larger than the enterprises covered in the survey), 
public enterprises, foreign companies, as well as banks (and at the same time considering 
interactions with small enterprises and family/relatives as interactions with informal sector 
enterprises), the backward linkages between micro-enterprises and the formal sector are not 
significant, with an average of 18.57% of all surveyed entrepreneurs sourcing materials, services 
and finance from the formal sector.267 
 
In terms of gender, 41.1% of entrepreneurs buy only from male suppliers, which is mainly 
explained by the male-dominated wood sector.268 A third of all entrepreneurs surveyed (33.3%) say 
they buy from men and women equally.  
 
The average number of suppliers is 4 (4.33), the lowest being 1 and the highest being 20.269 The 
most frequently mentioned number of suppliers is four as well (by 21.8% of all entrepreneurs). It 
seems that a balance has to be struck between dependence, flexibility and reliability on one 
hand, and ensuring a good deal in terms of quality and price of supplies on the other hand. 
Searching out and trying different suppliers is difficult and costly in an environment where 
information is limited, communication is difficult, infrastructure is poor and contract enforcement 
is difficult. In this sense, an average number of suppliers of four seems to strike a good balance, 
being able to spread the risks in a fair way and having a manageable number of relationships to 
oversee.  
In terms of length of relationship, 89.1% said they have relationships of more than one year with 
their supplier(s). Only 1.6% of all entrepreneurs engage in transactions with their suppliers on a 
contractual basis. These two figures seem to indicate that relational contracts dominate the 
relationships of micro-entrepreneurs with their suppliers and substitute failed or non-existent 
formal institutions, but also economise on search and screening costs. Similarly as with 
employees, relationships with suppliers are rather stable, indicating that MSEs might 
create/secure employment in associated/connected enterprises. 
 
Asked about how they procure their inputs, the most common answers were the following:270 
76.2% mentioned as need arises and/or if required, 
74.1% mentioned “I am responsible for transportation” 
59.6% mentioned in advance and regularly, 
58.5% mentioned with payment at delivery. 
                                            
267 The average percentages of entrepreneurs linked to large, public and foreign enterprises, as well as of those 
having a bank account, having received a formal bank credit and putting their savings on a bank account were used 
as a basis for calculating this average. Entrepreneurs were not asked whether they were linked to formal or informal 
firms, since they might simply not know the legal status of their business partners on the one hand and interpret the 
concept of (in)formality as flexibly as it is done in the academic literature. Instead, the size of partner enterprises 
relative to their own was taken as a proxy for the probability of being (in)formal enterprises. 
268 Within the wood sector, 87.1% of all entrepreneurs buy only from male suppliers; in the food sector it is 15.4% of 
all entrepreneurs. 
269 Please note, however, that one entrepreneur mentioned he had no suppliers at all. He is a farmer and engaged in 
the food sector, processing the seasonal outputs of his own farm, not buying any raw material from third parties. 
270 Please note that multiple answers were possible/permitted. 
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The figure below summarises and compares the procurement strategies of male and female micro-
entrepreneurs, as well as of those operating in the wood and food sector respectively. 
 
Figure 19: Comparison of procurement procedures used by micro-entrepreneurs 
Source: Micro-enterprise survey. 
 
In terms of combinations, the most commonly mentioned combinations were the following: 
o as need arises / if required, and I am responsible for transportation mentioned by 3.6% of all 
entrepreneurs 
respectively; 
o as need arises / if required, I am responsible for transportation, 
payment at delivery and supplier credit provided 
o as need arises / if required, supplier is responsible for 
transportation, payment at delivery 
mentioned by 2.1% 
respectively. 
o as need arises / if required, I am responsible for transportation, 
supplier is responsible for transportation, payment at delivery 
o as need arises / if required, payment at delivery, as well as when 
stock is finished. 
 
This shows that entrepreneurs have diversified sourcing strategies and that relationships and deals 
struck with their suppliers are arranged in different ways, probably depending on the types of 
products/services sourced, but also on the request/order they have from their own customers. 
 
In terms of sources of start-up capital, the most commonly mentioned combinations were: 
o personal capital only  mentioned by 53.9% of all entrepreneurs; 
o personal capital and family/relatives mentioned by 22.8% of all entrepreneurs; 
o personal capital, family/relatives and friends mentioned by 3.1% respectively.271 
o personal capital and informal credit institutions 
The individual answers provided by different groups of entrepreneurs are summarised in the figure 
below. 
                                            
271 These findings are largely in line with Kappel/Lay/Steiner 2003 and Adebua/Okurut 2004. Adebua/Okurut, 
however, found that familiy/relatives was the most important source of financing, ahead of personal savings. 
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Figure 20: Sources of start-up capital for micro-entrepreneurs 
 
Source: Micro-enterprise survey. 
 
The high reliance on personal savings as financing source may be explained by the stringent 
collateral requirements of commercial banks, as well as the short-term loan periods coupled with 
high repayment frequencies (usually weekly) for informal credit sources, including micro-finance 
schemes. Family/relatives and friends are a popular source of financing since they usually provide 
interest-free loans and pay-back rates can be arranged more flexibly. This might better meet the 
needs for working capital. 
What sticks out is the relatively high proportion of entrepreneurs from the wood sector that 
receive (part of their) start-up capital from business partners (8.6%, twice the average percentage 
of the total entrepreneurs), as well as the high proportion of female entrepreneurs securing their 
start-up capital through micro-finance and informal credit institutions (16.2%, more than twice 
the average percentage of all entrepreneurs surveyed). The food sector might be more suited for 
loans from informal sources and micro-finance institutions due to the fact that lower investments 
are needed and turn-around is quicker compared to the wood sector. 
5.2% of all entrepreneurs surveyed say they have access to formal credit (meaning from banks). 
31.1% of all entrepreneurs say they have access to micro-credit.  
New investments are usually financed through internal funds, i.e. profits made: 67.9% of all 
entrepreneurs said they use their profits to invest them in their enterprise (meaning expansion in 
various ways) and 22.8% said their “enterprise retained the earnings”. 
This, together with the data on sources for start-up capital, confirms the lack of access to credit 
(particularly for working capital) mentioned earlier as one of the key challenges faced by MSEs. As 
a consequence of this, the growth and upgrading potential of micro-enterprises is limited. 
 
In terms of problems in the area of sourcing, the majority of entrepreneurs (52.3%) said they had 
no problems with their suppliers. The three most commonly mentioned problems were the 
following:  
o low or bad quality of materials (24.9%), a concern often voiced by entrepreneurs in the wood 
sector who complained about wood that was not properly dried, 
o difficulties with transportation (20.7%), a major concern because most entrepreneurs do not 
own a means of transportation, but commonly make deals with suppliers which entail that 
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they are responsible for transporting the material procured (75%); again, this is a major 
concern for entrepreneurs in the wood sector, since materials bought are bulky, and  
o high and frequent fluctuation of prices (13.5%), a concern especially of food processors and 
female entrepreneurs, linked to the seasonality of agricultural inputs.  
 
7.3.2. Forward linkages  
 
Forward linkages are related to the sales/distribution of services and goods produced by the 
enterprise. They could be subcontracting and/or supply arrangements.  
Forward linkages examined within the survey among micro-enterprises relate to the following: 
o distribution of outputs (raw materials, unfinished and finished products, and/or services), and  
o provision of credit to customers.272 
 
59.6% of all entrepreneurs sell finished products only; 23.3% sell finished products and services. 
Semi-finished products indicate productive linkages with other enterprises, i.e. supply 
relationships with others that further process these products, in a way “classical” subcontracting 
relationships in the sense of division of labour. These are sold by an average of 12.4% of all 
entrepreneurs. The figure below summarises information on the types of products sold by micro-
enterprises. 
 
Figure 21: Products and services sold by micro-entrepreneurs 
 
Source: Micro-enterprise survey. 
 
Almost all of the interviewed entrepreneurs sell their products within Uganda (99%), with 5.7% 
also exporting. Two entrepreneurs said they only produce for export markets. 
50.8% of all entrepreneurs sell only for the anonymous market; 42.5% sell on demand and for the 
anonymous market. The remaining 6.7% stated that they produce exclusively on demand.273 The 
following figure shows the proportions in relation to gender and the sector. 
                                            
272 See part 7 of annex 5 for a detailed summary of mean values related to issues of distribution. 
273 “On demand” does not necessarily mean that larger orders are placed in advance (i.e. by retailers and 
wholesalers), therefore offering the possibility of planning a longer-term production process and possibly even 
exploiting economies of scale deriving from specialisation and outsourcing. It may include this, but the more common 
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Figure 22: Sales of micro-entrepreneurs 
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Source: Micro-enterprise survey. 
 
Asked about who they sell their products and services to, the following picture comes up in terms 
of combinations of answers: 
52.8% mentioned to final customers only, 
15% mentioned to small enterprises, final customers as well as retailers, 
4.1% mentioned to final customers and retailers. 
The figure below shows the proportions for the various answers in relation to gender and sectors. 
 
Figure 23: Types of customers of micro-entrepreneurs 
 
Source: Micro-enterprise survey. 
 
The figures presented above confirm that micro-enterprises primarily operate in and target local 
markets. Many customers are by-passers, neighbours and/or family members. An important part of 
micro-enterprises is directly dealing with these customers from their vicinity/neighbourhood and, 
therefore, quite a lot of time is taken up by sales/marketing activities, including negotiation of 
prices/conditions or simply maintaining contacts with potential buyers. 
Kappel et al. report from their survey that 65% of all enterprises state they never had any formal 
link with other enterprises (see Kappel et al. 2004: 62). However, according to them, a large 
proportion of furniture makers (42%) had formal arrangements with other enterprises and even 
were subcontractors of large enterprises (45%)274 – these proportions are not mirrored in the 
present study. However, among enterprises operating in the wood sector, a significant number 
                                                                                                                                             
case is that individuals ask for customised products and negotiate the exact specifications/conditions with the 
entrepreneur.  
274 See Kappel et al. 2004: 62. 
 194
was supplying public institutions (especially schools), indicating that at least a certain type of 
enterprises is able to adapt to quality demands/standards, meet delivery deadlines and upgrade. 
This point will be elaborated on further on.  
According to Fafchamps, relationships between producers and market agents are generally 
impersonal, hierarchical and involve little exchange of information between them, especially in 
low-quality and/or low-price markets. Relationships tend to be opportunistic and polarised, 
especially when the two parties have distinct social lineage and associated tacit knowledge. 
However, in more quality-conscious markets, the relationship between producers and traders 
becomes more collaborative, personalised and involves elements of trust and stability (see 
Fafchamps 2004, Matovu 1999: 37).  
 
In terms of gender, when it comes to sales (customers/buyers), it seems to be less relevant of a 
factor as compared to procurement: 81.9% of all entrepreneurs sell to both men and women 
equally. Interestingly, in the food sector the answer “mainly men” predominates (19.5%). 
 
Just like in relation to procurement, the majority (65.8%) have relationships of more than one 
year with their customers/buyers. In all four groups (female-male entrepreneurs and wood-food 
sectors) the proportion of entrepreneurs having a longer-term relationship with their customers is 
higher than 50%, the lowest being among entrepreneurs from the wood sector (55.7%) and highest 
for food processors (71.5%).  
 
Credit is never given to customers/buyers by 53.9% of all entrepreneurs surveyed, to some clients 
by 43.5% and to all clients by merely 2.6%. The figure below shows the proportion in relation to 
gender and the sectors covered. 
 
Figure 24: Credit-provision by micro-entrepreneurs to their customers 
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        Source: Micro-enterprise survey. 
 
Asked about how they sell their products and services, the following picture comes up in terms of 
combinations of answers: 
42% mentioned direct distribution and customers pick the products up at the enterprise, 
7.3% mentioned direct distribution, “I am responsible for delivery and transportation of 
products” and customers pick the products up at the enterprise, 
7.3% mentioned direct distribution, through retail trader and customers pick the products up at 
the enterprise. 
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The figure below summarises the answers to the individual options according to entrepreneurs’ 
gender and sectoral association.  
 
Figure 25: Distribution channels of micro-entrepreneurs 
 
Source: Micro-enterprise survey. 
 
Micro-enterprises operate in a highly localised way, with a very limited distribution of their 
output. In the previous section, the issue of locational choice was mentioned. The thesis that 
women tend to work more with or through retail traders seems to hold. The proportion of those 
entrepreneurs who hire someone to distribute their products (mainly hawkers) is also highest 
among female entrepreneurs. Taking into account that food products are normally not very bulky, 
the proportion of entrepreneurs reporting that their customers pick the products up at the 
enterprise seems relatively high (63.5% of female entrepreneurs and 69.1% of food processors). On 
the other hand it confirms the thesis that women and food processors tend to run their businesses 
as home-based enterprises. 
 
When asked about factors that influence the competitiveness, by far the most common answer is 
price. This has to do with the fact that entrepreneurs are “locked in” in their relatively small 
space of operation. More quality-conscious entrepreneurs, often also the more educated ones, 
however mention issues such as design (for the wood sector) and quality attributes of products 
(such as use of quality raw materials (for both sectors), observance of or compliance with 
hygiene/safety/health standards), as well as the attractiveness of the shop and/or display of 
products (including packaging in the case of the food sector). Also the issue of after-sales services 
was mentioned, particularly by entrepreneurs operating in the wood sector.275 Offering credit to 
customers is also considered to be part of a “special treatment” of customers. In general, the way 
in which customers are treated was largely perceived as being an important factor in shaping 
relationships and closing business deals, particularly also because referral/recommendation from 
satisfied customers (i.e. word-of-mouth advertising) is an important source of new customers. 
 
                                            
275 A typical example is a carpenter who produced window frames or doors and also offered to install them and, if 
need be, adapt them or make any necessary changes on the spot. 
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Prices are set by MSEs in the following way:276 
45.1% mentioned calculation of costs and margin alone, 
12.4% mentioned costs and margin calculation, as well as through negotiation, 
10.9% mentioned costs and margin calculation and price fixed by competitors. 
Taking the individual answers as basis, it stands out that 54.3% of all entrepreneurs engaged in the 
wood sector said their prices are open to negotiation, against around a third of all food processors 
and female entrepreneurs (33.3% and 29.7% respectively) saying that their prices are based on 
those of competitors in the market. This clearly shows the different nature of the two sectors, 
with the wood sector producing goods that are more customised. 
 
In order to tackle cut-throat competition and set themselves apart from other competitors, three 
main strategies were observed (combinations of which are also possible) among micro-
entrepreneurs: (1) branding, (2) packaging, and (3) provision of after-sales services. 
 
In terms of problems in relation to sales/distribution of products, 69.4% of all entrepreneurs said 
they had no problems. By those who did, the following were mentioned: transportation (16.6%), 
late payment by customers (10.4%), no payment or default (7.3%) and lack of distributors (5.2%). 
Interestingly, the last point was significantly more mentioned by female entrepreneurs and food 
processors (10.8% and 7.3% respectively, as compared to 1.7% of male entrepreneurs and 1.4% 
from the wood sector), possibly pointing to difficulties in combining work in the enterprise and 
domestic work. No payment or outright default apply to a certain extent to individual customers, 
but most entrepreneurs who talked about it were engaged as suppliers to retailers (like 
supermarkets or retail shops) or public institutions (like hospitals or schools), who typically pay 
with (long) delays, which can seriously constrain firm operations. 
 
7.3.3. Horizontal linkages  
 
Horizontal linkages found among food processors and entrepreneurs in the wood sector entail two 
main aspects: organisation in associations and co-entrepreneurship arrangements. A separate 
section is dedicated to them due to the relative importance of both types of activities. 
 
Co-entrepreneurship arrangements 
Building on what has shortly been described above, co-entrepreneurship arrangements are defined 
as enterprises owned and run by more than one person. They entail legal forms as partnerships, 
cooperatives and company limited by shares. They were found both in the food and wood sector, 
but seem to be much more common in the wood sector. They are usually set up to circumvent 
capital constraints and entail the sharing of management tasks and profits between at least two 
people. Especially in the wood sector it is common that all “co-owners” are at the same time 
engaged in the production process, while in the food sector it is common to find arrangements 
                                            
276 Please note that multiple answers were possible. Presented here are the most common combinations of answers 
given. 
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whereby (typically) a husband or brother of a female entrepreneur provides part of the start-up 
capital and/or production site, and therefore takes a share of the profits made, but is not 
involved/engaged in the details of management and production.  
According to Matovu, co-entrepreneurship arrangements are a typical characteristic of marginal 
clusters, where capital constraints weigh heavier on micro-entrepreneurs, and are a strategy of 
flexible firm organisation (see Matovu 1999: 61). In the case of female entrepreneurs, co-
entrepreneurship arrangements might facilitate operations as compared to running a business 
alone and might also serve a social control function. 
Also Sengendo et al. describe the predominance of partnerships in manufacturing, and especially 
in the wood sector. According to them, such partnerships are the result of long-standing 
relationships between the people involved, who may have worked together previously and are 
aware of each others potential, setting up an enterprise jointly to cover the co-owners’ respective 
areas of specialisation (see Sengendo et al. 2001: 43). 
Co-entrepreneurship arrangements are significant in terms of linkages with other enterprises. 
Matovu contends that co-entrepreneurship arrangements mean less specialisation within an 
enterprise on the one hand, due to the fact that each worker and co-owner has his/her own 
specialisation (i.e. one does chairs, another one beds, another one tables) and less cooperation 
with other entrepreneurs working in the same field on the other hand (see Matovu 1999).  
 
Entrepreneur and business associations 
Associations are usually formed to overcome common problems, be they financial, technical, 
economic and/or social in nature. They do not necessarily have to be formed by direct 
competitors, although it is often the case in entrepreneurial or trade-related groupings. 
As mentioned beforehand, 58.5% of all surveyed entrepreneurs were not a member in any kind of 
association. The remaining ones were members in any of the following: associations of 
entrepreneurs, including USSIA (9.8%); micro-finance organisations or savings clubs (5.2%); 
professional, in the sense of trade-specific, associations (13.5%); religious groupings (5.7%) and 
social associations (for women, widows, disabled, elderly) (7.3%). 
Common to all types of associations is that they operate within well-defined 
areas/neighbourhoods and generally address problems common to entrepreneurs coming from that 
locality, such as the use of space, government regulations, lack of resources or lack of access to 
markets. In more socially-oriented associations, entrepreneurs contribute time, material and 
financial resources to occasions such as marriages and funerals. The principle of reciprocity is the 
basis for all types of associations: participation takes place in expectance of reward or retribution 
at some point in the future. The membership and participation in these local associations is also 
key for building relationships based on trust and social ties. 
This relatively low percentage of membership in associations is largely in line with other studies 
conducted in Uganda (see for example USAID 1995, Matovu 1999, MoFPED 2008).  
Matovu highlights the fact that entrepreneurs tend to be suspicious of the motives of those who 
seek to organise them into joint action, with associations commonly being misused by 
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unscrupulous and self-seeking entrepreneurs who use the support of others for personal gain 
(Matovu 1999: 126). Other reasons given by entrepreneurs for not joining any association include 
lack of awareness and information on their existence and activities, no perceived advantage in 
joining them, lack of capital to pay the membership fees. According to private sector 
representatives, a common challenge faced by associations is that entrepreneurs join when their 
business is in the start-up phase and still small, but that members commonly leave once they are 
successful and have a well-established position in the market.  
 
When asked about the relationship to their direct competitors, 16.6% of all entrepreneurs 
surveyed reported that they are in the same association, with the highest proportion coming from 
the wood sector (31.4% of all entrepreneurs from this sector). An average of 9.8% of all 
entrepreneurs said they shared information in the association, with a significantly higher 
proportion in the wood sector (21.4%) and among male entrepreneurs (11.8%).277 
 
A relatively high proportion of entrepreneurs stated they have never received any kind of support 
since they started up their enterprise (79.3%).278 Of those who did, either in the past or currently, 
82.5% said they received support through their association, followed by donor agencies or NGOs 
and the government.279 The figure below summarises information on the different sources and 
types of support received. 
 
Figure 26: Sources and types of support for micro-entrepreneurs 
 
Source: Micro-enterprise survey. 
 
The extremely high percentage of micro-entrepreneurs who received support through their 
associations stands in stark contrast to the low percentage of members in associations. However, 
information on the level of satisfaction with the services received was not gathered. This might be 
explained by the fact that government and donor agencies, as well as NGOs typically use 
                                            
277 See part 8 of annex 5 for a detailed summary of mean values related to the competitive environment. 
278 As mentioned in the previous section 7.2 on the business environment, there are many support institutions for the 
private sector in Uganda, but many of them seem to have inadequate outreach and the system as a whole does not 
seem to guarantee effective support services to the private sector. This observation is shared by MoFPED 2008. See 
part 9 of annex 5 for more information on support received by micro-entrepreneurs interviewed.  
279 This finding coincides with a study of USAID, according to which 84% of entrepreneurs across various sectors 
who were members in associations received various types of assistance/support from their association (see USAID 
1995: 51-54, for more details). 
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entrepreneur, business or social associations as vehicles through which to channel their support. In 
fact, one of the most important functions of associations according to experts interviewed, 
especially those representing the public sector and donor agencies, is to serve as intermediaries 
for support provision to individual enterprises.  
 
Based on information gathered from entrepreneurs who were members in associations, as well as 
from representatives from private sector organisations (such as UMA, USSIA and PSFU), the main 
services provided by entrepreneur and business associations fall into the following categories: 
o information provision and dissemination, mainly on (changes in) regulations/legislation and 
business opportunities; 
o networking among members, mainly through business meetings, conferences, round tables; 
o trade and market linkage development, through activities as organisation of trade fairs and 
exhibitions, trade delegations, match-making services and mediation in contract negotiation, 
but in selected cases going as far as taking on services such as quality assurance and collection 
of members’ products; 
o provision of training and BDS, either directly or by facilitating linkages to specialised service 
providers; 
o policy advocacy and monitoring, through representation of their members’ interests and 
engagement in public-private dialogue meetings, round tables, lobbying activities. 
 
According to the experts interviewed, the strengths or positive aspects of associations are the 
following: knowledge of the needs of the members they represent, committed leadership in some 
organisations, democratic governance in some institutions, provision of BDS and other services, 
regional and district representation by some institutions.  
The fact that a large variety of organisations exists in Uganda, was seen both positively in the 
sense that they represent diverse groups of entrepreneurs, and negatively in the sense that there 
is a duplication, overlap and unclarity of mandates as well as lack of coordination among the 
various organisations.  
 
Weaknesses and challenges of associations, as perceived from the interviews conducted with 
experts and micro-entrepreneurs, include: 
o weak institutional structures/organisation, as well as weak governance in place;  
o too much support received from government and donor agencies given the low absorption 
capacity;  
o lack of strategy and planning, coupled with a lack of an own policy agenda, a point linked to 
the high dependence on external funds280; 
o weak financial base or limited financially sustainability, linked to difficulties in collecting 
membership fees;281 
                                            
280 Some persons interviewed were extremely critical and said that these institutions merely follow and implement the 
donor agenda (referring to funds coming from donor agencies themselves, but also from the Government), instead of 
having an individual strategy. Also the impact of the activities of these institutions was perceived to be very low, 
taking into account the high amounts of funds that are channelled through them.   
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o interference of political and industry/sector power structures;282 
o low technical capacity of staff and low in-house analytical capacity, leading to weak advocacy 
and service provision, linked to the weak financial base that does not allow them to hire 
qualified staff; 
o lack of service orientation and limited provision of services to their members, linked to the 
weak financial base on the one hand, but also to the lack of strategy/vision.  
 
The role of associations in PSD, and more specifically in business linkage promotion and value 
chain development, will be discussed further on under section 7.5. 
 
7.3.4. Cooperation between enterprises 
 
Cooperation is defined as actions that entail collaborative and joint action, involving at least two 
businesses.283 Cooperation examined within the survey among micro-enterprises relate to the 
following relationships: 
o between businesses of the same and/or different sizes,  
o between businesses of the same and/or different sectors, 
o horizontally or vertically, i.e. either with direct competitors or with suppliers and distributors, 
o involving only two partners or a group of entrepreneurs284. 
 
43% of all entrepreneurs stated that they have cooperated in the past with other enterprises, 
while 57% never did. The majority of these are men and/or come from the wood sector.  
Typical examples of cooperation involving micro-enterprises include: 
o pool purchases of key raw materials to ensure better deals and lower transportation costs  
o cooperation with suppliers to ensure stable flow of quality inputs at affordable prices 
o sharing of information with fellow entrepreneurs: on prices of suppliers, quality of service 
providers, etc.  
o joint use of display sites 
                                                                                                                                             
281 This has two components: one is linked to the weak membership base (meaning that the total number of (active) 
members is not very high), the other one to the fact that especially those institutions representing micro-and small-
scale entrepreneurs, some of them informal, are only able to charge rather symbolic membership fees. This is given 
since private sector organisations are dependent on the membership base (be it sectorally related or otherwise) from 
which they emerge: this means that where enterprises are frail and relationships are ineffective, groupings and 
associations resulting from them are equally poor. However, the impression gained from the micro-enterprise 
interviews conducted pretty much unanimously is that these entrepreneurs would be willing to pay for services that 
are relevant to them and have a positive impact on their business.  
282 Some organisations might be popular vehicles for politicians, which might put off some members. Others are 
dominated by powerful entrepreneurs in the (sub-)sector or industry. In sectors that are heterogeneous and more 
differentiated, on the other hand, it might be difficult to reconcile the disparate interests of members, which can 
undermine the collective benefits. 
283 Cooperation entails “consciously pursued joint action” (see McCormick 1999: 1534, citing Schmitz 1997), meaning 
that it goes beyond one-time or spot business transactions, encompassing substantial consultation and interaction 
between firms regarding the specifications and details about the concrete arrangement. In this sense, it is considered 
to be different from horizontal linkages described in the previous section 7.3.3. 
284 McCormick refers to this option as bilateral (involving only two partners) or multilateral (involving groups of firms) 
types of joint action; see McCormick 1999 for more details on this. See part 10 of annex 5 for a detailed list of mean 
values related to cooperation between MSEs and other businesses. 
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o joint use of storage place  
o joint use of tools and labour 
o “sharing of big orders”, as entrepreneurs in the wood sector commonly say, i.e. contracting 
other entrepreneurs to jointly fulfil a large assignment 
o joint product development, process or product innovations, either between producers and/or 
between them and their suppliers or buyers. 
 
From the interviews with micro-entrepreneurs it became evident that some285 realised that 
without doing things differently and changing their attitude, they would probably go out of 
business: particularly, they realised that a go-alone strategy was not good enough and that more 
could be gained by working together with other entrepreneurs and learning from each other. In 
this sense, cooperation might be considered a survival or coping strategy for meeting market 
requirements and demand. At the same time, the most common fear expressed by entrepreneurs 
in relation to engaging in cooperation arrangements with others is “they will steal my business” or 
“they will take away my business”, referring to the fact that information will be gathered on the 
business idea and business operations that might lead to strengthening competitors and increased 
competition, which might eventually put them out of business. Matovu differentiates between 
generalised and particular information, with the former being related to information regarding 
production, marketing, input and factor markets available to all entrepreneurs within a cluster, 
and the latter being related to specific technologies, product and process innovations that give a 
firm a significant competitive edge over others. In metal-working and wood processing clusters in 
Kampala, he observed that entrepreneurs remain secretive about particular information and that 
the sharing of generalised information can lead to collective gains (see Matovu 1999).  
In this sense, trust is key for starting a relationship and for keeping it going. Trust is usually 
created by repeated positive experiences with business partners and is kept up by information and 
knowledge sharing. In this sense, information flows and knowledge sharing create and solidify 
cooperation.286 
 
When asked about their expectations of cooperations in general, the following picture comes up:287 
47.3% mentioned as objective to increase the size of business, 
40.3% mentioned as objective to share costs, 
38.2% mentioned as objective to share information, 
24.7% mentioned as objective access to new markets, and 
23.7% mentioned as objective to improve position in the market. 
The figure below provides more details on the motivations for engaging in cooperations with other 
entrepreneurs. 288  
                                            
285 These were those micro-entrepreneurs who either already cooperated in the past with others or who were thinking 
of engaging in a cooperation.  
286 Entrepreneurs were also asked about success factors for, reasons for not engaging in and problems encountered 
in cooperation arrangements. These factors will be discussed further on, under section 7.3.4 and 7.5.2.4, related to 
the business culture. 
287 Please note that multiple answers were possible/permitted.  
288 The cut was made at what was mentioned by more than 10% of entrepreneurs. 
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Figure 27: Motivations for entering into cooperative arrangements 
 
Source: Micro-enterprise survey. 
 
As mentioned previously in the section related to backward linkages, reasons for (sub-)contracting 
typically include: lack of capacity, especially in peak periods; lack of specialised skills or 
equipment; desire to cut costs by contracting labour-intensive tasks to low-wage producers. 
However, the integration of production functions and trading/marketing (the common perception 
that “MSEs do everything”) limits the scope for vertical collaboration.289 Apart from issues related 
to production, cooperation arrangements can have the function to address supply-side constraints 
and markets/marketing difficulties, as shown from the list above. According to the literature on 
clusters and industrial districts, geographical proximity and sectoral specialisation facilitate inter-
firm networking, with subcontracting relationships being a more “advanced” form of networking 
between firms, leading to process specialisation and bringing about collective efficiency.  
 
When those entrepreneurs who cooperated with others in the past were asked about who they 
cooperated with, the following combinations were the most commonly mentioned: 
26.5% mentioned direct competitor and enterprise of the same size, 
16.9% mentioned direct competitor, enterprise of the same size and smaller enterprise, 
14.5% mentioned no direct competitor and enterprise of the same size. 
                                            
289 McCormick extensively studied clusters in Africa, which she classifies into groundwork clusters, industrialising 
clusters and complex industrial clusters. The first type lays the groundwork for industrialisation and is characterised 
by weak bilateral and no multilateral linkages, with associations, if existing, mainly focusing on supply-side 
constraints. The second type is characterised by extensive sub-contracting, but little vertical bilateral links, and 
associations addressing both supply and market constraints. The third type of clusters features both horizontal and 
vertical linkages, be they bilateral or multilateral. See McCormick 1999 and Zeng 2006 for a description of different 
types of enterprise clusters in Africa and their potential role in the process of industrialisation.  
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The figure below summarises the answers to the individual options and provides a comparison 
based on gender and sectoral association. 
 
Figure 28: Partners in cooperative arrangements 
 
Source: Micro-enterprise survey. 
 
Similarly as in the case of backward and forward linkages, it can be observed that micro-
enterprises predominantly interact with enterprises of the same size or of a smaller size, 
suggesting that the linkages with the formal sector are rather low.290 However, around a fifth 
(20.5%) of all entrepreneurs who cooperated with other businesses in the past, answered they did 
so with enterprises of a larger size than their own. 
 
Of those entrepreneurs who cooperated before, 83.1% did it more than once; the rest only once. 
65.1% cooperated with different partners, whereas 34.9% kept to the same partner in all cases of 
cooperation. 
 
In the majority of cases (57.8%), the cooperation lasted for less than one year. In 42.2% of all 
cases it lasted more than one year. 
 
When those entrepreneurs who cooperated with others in the past were asked about how they got 
in touch with their cooperation partner, the following picture comes up:291 
71.1% mentioned out of own initiative, 
56.6% mentioned through existing business relation, 
36.1% mentioned they were approached by a business partner, and  
28.9% mentioned through personal relation. 
 
In terms of combinations, the most commonly mentioned combinations were the following: 
19.3% mentioned out of own initiative only, 
15.7% mentioned own initiative, business relation and was approached by partner, 
13.3% mentioned own initiative and business relation. 
 
                                            
290 This is the case, of course, only when assuming rather simplistically that the probability of finding formal firms in a 
de jure sense decreases as the enterprise size decreases. 
291 Please note that multiple answers were possible/permitted. 
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63.9% said they reached all the cooperation goals, 30.1% only the main ones. 6% said they did not 
achieve the goals set. 
 
Only two of the 83 (2.4%) entrepreneurs who cooperated with others, had both an informal and a 
written/formal agreement as contract. All others 97.6% only had informal agreements with their 
cooperation partners. 
 
Of all entrepreneurs surveyed, only 29.5% are currently planning a cooperation. 
 
The implications of these findings for the establishment of business linkages and the integration 
into value chains, as well as the promotion of value chains, will be discussed in more detail in the 
coming sections. 
 
7.3.5. Upgrading 
 
Upgrading was previously defined under section 4.3. As argued there, key issues related to 
upgrading are access to technology, learning opportunities, as well as the innovation capacity of 
enterprises.  
The table below summarises the different types of upgrading commonly differentiated in the 
value chain literature, as operationalised in the questionnaire used for interviewing micro-
enterprises in the food and wood sectors.292  
 
Table 16: Types of upgrading and their operationalisation in the MSE survey 
Type of 
upgrading Concept 
Operationalisation  
in MSE questionnaire Examples 
Process 
upgrading 
Increase efficiency of 
firm-internal 
processes (within an 
individual link in the 
chain) and between 
the links in the chain 
• new production process 
introduced / production process 
improved 
• new machinery introduced 
• how is sourcing done 
• how is distribution done 
• cooperation with others 
• management, organisation and 
administration of enterprise  
• reduction of waste 
• smaller and more frequent 
deliveries of raw material 
• division of labour within 
enterprise 
• accounting system 
• pricing system 
Product 
upgrading 
Move into more 
sophisticated product 
lines with higher unit 
values 
• new products introduced 
• technical, quality and/or health 
standards applied 
• packaging of products 
• cooperation with others 
• improved quality of products, 
through: improved 
tools/machines, improved 
finishing, training of employees 
• introduction or improvement of 
packaging of products (i.e. 
sealing of plastic packaging) 
                                            
292 Please note that upgrading is a process and entails development at the individual firm level, but also in relation to 
its linkages with other firms along the chain. The current survey does not necessarily capture a company’s trajectory, 
but reflects its status at a given moment in time. Nevertheless, by comparing the different types of strategies and 
practices applied by the micro-entrepreneurs interviewed, different stages/positions/types of upgrading could be 
identified. Please note that the operationalisation of upgrading in the questionnaire used for the MSE questionnaire 
largely mirrors the common view within the global value chain literature of moving “up” in the sense of adding value 
and performing functions more efficiently. In chapter 4, this was mentioned as a critical point and the concepts of 
upgrading as getting a “better deal” and of downgrading were introduced. 
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Type of 
upgrading Concept 
Operationalisation  
in MSE questionnaire Examples 
Functional 
upgrading 
Change mix of firm-
internal activities or 
move to other links in 
the value chain 
• new distributional channel 
• acquiring new functions, i.e. 
engagement in up- and/or 
downstream activities 
• labelling/branding of products 
• cooperation with others 
• new distributional channel 
• provision of after-sales services 
• engagement in design activities 
• labelling of food products, 
including contact details (address 
and telephone) and date of 
filling/packaging/bottling 
• branding of products (i.e. burn 
mark in the case of furniture; 
label design in the case of food 
products) 
• cooperation with others, 
whereby one party concentrates 
on design and others on 
production and distribution 
Chain 
upgrading 
Move into new chain 
or sector 
• diversification of products 
• cooperation with others across 
sectors 
• move from producing furniture to 
being supplier for construction 
sector and moving into 
construction business 
Source: Own compilation. 
 
General data in relation to ownership of machines, average number, age and occupied capacity of 
machines owned, was presented under section 7.1. The most commonly reasons given to explain 
spare capacity are the following: problems linked to infrastructure (access to and availability of 
electricity above all) (62.2%), instable demand (55.6%), technical problems (meaning breakdown 
of machinery and lack of spare parts) (37.8%) and problems linked to the procurement of raw 
materials (meaning unstable, low or lack of supply) (22.2%).293 
 
When asked to describe their access to technology and innovations, a varied picture emerges from 
the micro-entrepreneurs interviewed. Around 23% of all entrepreneurs feel well-informed and are 
aware of which machines are available on the local market.294 Some mention that their access to 
technology and innovations is largely through information exchange with colleagues or fellow 
entrepreneurs, others receive information from their association. A minority stated they got their 
knowledge from their technical or vocational school. Others mention that they are either able to 
build machines themselves or have a relative who does it for them according to their 
needs/specifications.  
 
In terms of innovations that they have introduced, the most common combinations are the 
following: 
38.9% said they never introduced any type of innovation;  
7.3% reported they improved the quality of their products;  
5.7% reported they introduced new products, and  
5.2% reported they complied to quality and technical standards.  
The figure below summarises the answers to the individual options of which innovations were 
introduced, and offers a comparison between different groups of entrepreneurs. 
                                            
293 See part 5 in annex 5 for a detailed summary of answers related to machinery and innovations.  
294 This open question was, in fact, answered by 58 entrepreneurs in total. 45 of these said they feel well-informed. 
Therefore, if calculated only over the number of entrepreneurs who answered, the percentage is 77.6%.  
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Figure 29: Innovations introduced by micro- and small-scale entrepreneurs 
 
Source: Micro-enterprise survey. 
 
Those entrepreneurs who said they introduced some kind of innovation, describe the process of 
how they came about as follows: 
90.8% said the change/innovation was their own idea, 
12.3% said they copied one of their competitors,  
9.2% said the idea originated from donor assistance, 3,1% from government assistance received, 
7.7% said they were forced by their customers. 
 
Interestingly, the vast majority of entrepreneurs seem to upgrade through a process of “learning 
by doing” rather than to introduce innovations through interactions with other entrepreneurs and 
firms. This reflects the nature of micro-enterprises and the environment they operate in and 
shows that this part of the private sector is still far from reaching the point where firms learn 
from lead firms, the most common source of innovation according to the global value chain 
literature. The observation was made that virtually all types of upgrading are facilitated when 
MSEs engage in different types of cooperation with other businesses. 
 
Interestingly, the most common innovation reported by entrepreneurs is that of improving the 
quality of their products. The most important reasons given for the introduction of innovations are 
ambitions to open up new markets and increase market share or to deal with (new) competitors. 
The improvement of quality has a lot to do with the offer of custom-made and demand-oriented 
products: by doing so, greater market power can be achieved and competitors are perceived to be 
unable to offer the exact same types of innovations. The differentiation of improved products is 
key for achieving this and requires branding and/or the establishment of new/own marketing 
channels, which is another type of innovation and upgrading. Micro- and small-scale producers are 
often work-shop manufacturers (i.e. they produce and sell the products/services at the same 
time), making one-off products rather than being “assembly-line” producers of standard products: 
the result is a low level of standardisation in production and a high variation in product quality. In 
the market that the micro-entrepreneurs covered in the survey operate in, it is typical that the 
quality standards are set by what the entrepreneurs do and observe in their surroundings, but not 
necessarily so much (or only in the higher-end markets) related to objectively set (meaning at the 
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national and international levels) quality standards. This might explain the high percentage of 
entrepreneurs who perceived they have improved the quality of their products. 
Entrepreneurs operating both in the wood and food sectors have described how the branding of 
their products (and in the case of food processors, also the packaging) has helped them in 
becoming more known and established in the market. Moving into different product lines has been 
described by some entrepreneurs: in the wood sector, some entrepreneurs talked of linkages with 
the construction sector, which they supply with frames, windows and doors above all. The figure 
below summarises levels of value addition in the wood value chain.  
 
Figure 30: Levels of value addition in the global furniture value chain 
 
Source: Kaplinksy/Readman/Memedovic 2009: 43. 
 
Taking a more general view on the different types of upgrading taken up by entrepreneurs, the 
most common improvements/changes are in the fields of marketing (pricing, distribution), 
production (quality, design, packaging) and adoption of new processes, mainly through the 
adoption of new technology. It has to be noted that most of these innovations or attempts to 
upgrade are only new to the firm, at best the sector, but not to the country, let alone 
internationally. Nevertheless, these changes significantly affect the revenues of the individual 
firm that introduces them.  
It has been mentioned before that knowledge on (improved) production processes and technology 
seems to be available. Nevertheless, many MSEs continue producing low-quality and standard 
products. Some reasons/explanations for this might be:  
o stiff and intense competition leads to less innovation (although this might be more true for 
process and organisational types of innovation and upgrading than product and marketing 
innovations), 
o the use of low-quality inputs (i.e. to save costs) leads to low-quality outputs, 
o the use of second-hand or old machines and equipment is pervasive; lack of and difficulties in 
accessing credit make it difficult to finance investments needed to buy machines, tools, inputs 
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of better quality, etc.; increased formality may affect this positively in the sense that it might 
be easier to access finance for formal MSEs, 
o higher quality might require the use of more machines and tools, and therefore space, which 
might mean increased visibility towards authorities, 
o if firms decide to stay small and informal to remain “invisible” towards the authorities, the 
probability of introducing innovations is lower, 
o information sharing on better/improved production techniques tends to be scarce because of 
frictions and limited information flow between direct small-scale competitors; many MSEs in 
fact, especially in the wood sector, operate with closed-door policy: no competitors are 
allowed on the premises to visit the workshops and possibly obtain information on production 
techniques etc., 
o especially low-educated entrepreneurs prefer to target the low-end customers; they also tend 
to work together more with entrepreneurs who are equally or even less educated and serve 
the same low-end markets, 
o quality improvement might require changes in labour management as well, a task often 
exceeding the capacities of entrepreneurs with low business management skills, 
o rewards and risks of introducing changes in the way of doing things are carefully weighed 
against each other by micro-entrepreneurs, more often than not limiting/inhibiting 
innovations and major changes. 
 
In general, micro- and small-scale entrepreneurs strive to upgrade their products. The challenge is 
the fact that, due to the nature of their operations, multi-faceted innovations in products, 
marketing and management are needed simultaneously. Morris/Barnes point to a related 
challenge: “Ironically the need to upgrade onto a trajectory of international competitiveness is 
overwhelming, but the capacity and ability to do so is often very limited. The need to cooperate 
to learn and face the hostile international challenges is obvious, but the fear of doing so is 
incapacitating.”295 The need to upgrade relationships between firms became evident in the 
interviews with micro-entrepreneurs, but also with experts from the PSD field, pointing to 
improvements needed in vertical and horizontal cooperation, especially in relation to 
participation of MSMEs. It is at this point that so-called “technical assistance” within development 
cooperation becomes key and can make the biggest contribution: the value chain approach 
provides a framework for the upgrading of relationships and capacities at all levels through 
embedded services, mainly provided by lead firms in a chain, and most commonly to suppliers. In 
this context, reference is made to Hellpap 2003 and Stamm 2006 who contend that the role of 
development agencies is to make the consequences of structural change apparent and support the 
different actors in an economy in dealing with them, through supporting traditional and weaker 
enterprises to maintain and strengthen their position in local markets and assisting the more 
modern enterprises in serving international markets. This could take the form of up- or 
downgrading, but also of opting out of (continuing) participating in a certain value chain.  
                                            
295 Morris/Barnes 2006: 83. 
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7.4. The continuum between formality and informality  
 
The topic of (in)formality has been introduced in previous chapters, both in general in relation to 
MSEs, as well as more specifically in the Ugandan context. 
In the MSE survey conducted for this study, the following items in the questionnaire are meant to 
be an indication of the degree of (in)formality of the businesses interviewed: in the de jure sense, 
registration, licensing, taxes paid, labour and social security laws applied; in the de facto sense, 
the number and diversity of employees, suppliers and distributors, diversity of products offered, 
location and basis of operation, access to a bank account, having received a credit from a bank, 
record-keeping and accounting, cooperation agreements with other enterprises, as well as the 
complexity of relationships and contracts managed, all give an indication of where MSEs are 
located in the formality-informality continuum.  
 
The steps needed to be followed in the process of business registration in Uganda, at the national 
and local levels,296 are summarised in the table below. 
 
Table 17: The process of business registration in Uganda 
Steps to be followed when registering a business in Uganda 
1. Reservation of a name at the Office of the Registrar 
General. 
2. Pay fees at a bank. 
3. Obtain five necessary forms from the Uganda 
Bookshop. 
4. Sign the declaration of compliance before a 
Commissioner for Oaths. 
5. Obtain requisition for bank pay-in slip and bank 
payment advice forms from the Uganda Registration 
Services Bureau. 
6. Make payment of registration fees at a given bank. 
7. File with the Registrar General- 
8. File with the local office of the Uganda Revenue 
Authority a personal inquiry form for each directors 
and a corporate preliminary inquiry form; receive a 
uniform tax identification number (TID). 
9. Apply for corporate tax file number. 
10. Apply for VAT registration. 
11. An inspector from URA inspects the business 
premises. 
12. Apply for PAYE. 
13. Obtain application forms for trading license. 
14. The licensing officer arranges an inspection of the 
premises and fills out an assessment form. 
15. Pay the license fee at the bank. 
16. Obtain the trading license. 
17. File a form with the National Social Security Fund 
(NSSF). 
18. Make a company seal. 
 
Source: World Bank 2009b: 7. 
 
The business registration system in Uganda is highly centralised, with the Office of the Registrar 
General being located only in Kampala, without any field offices or internet services. The 
payment of fees is necessary at several steps of the registration process. According to the World 
Bank, these costs represent 100.7% of the gross national income per capita, and are therefore 
clearly out of reach for many MSEs.297  
 
                                            
296 In addition to registering with the Office of the Registrar General in Kampala, businesses must register and obtain a 
license through the municipality in which they operate. Many businesses, though, especially in the districts of Uganda, 
obtain the trading license at the local level, but do not register at the national level. For local municipalities, the issuing 
and enforcement of trading licenses is a form of revenue generation. Corruption and harassment are commonly talked 
about by micro-entrepreneurs in relation to the business registration process, further increasing the costs. 
297 These are estimates on the costs of starting a business in Uganda. See World Bank 2009b for more details.  
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Registration, a key step for achieving formality in the de jure sense, is an important issue to be 
considered when developing or promoting value chains and business linkages and is not much 
discussed in the relevant literature. Merely some of the most interesting findings from the expert 
interviews are mentioned298: 
o registration, overall, is not seen as being compulsory or absolutely necessary in order to 
engage in business linkages; rather, it is seen in contrast to the process of formalisation of 
MSEs, which is understood as being much wider than simply officially registering the company 
(i.e. running the business in an organised, entrepreneurial or managerial manner); it is also 
made clear by several key informants that not being registered does not mean that the MSEs 
are illegal in the sense that they do not pay taxes or operate without licenses or are engaged 
in illegal/criminal activities; 
o somehow in line with this goes the perception that the official or public registry is and should 
not be the only place or way to register MSEs: alternative forms exist and should be 
encouraged, whereby the main emphasis was given to registration at associations, but also by 
local authorities, the idea being that MSEs should be able to register at a level where they 
receive concrete benefits in exchange (i.e. in the form of services). These alternative forms of 
registration are not only important when looking at the establishment/promotion of business 
linkages, but also when it comes to reaching/targeting informal enterprises through specific 
(Government or donor) interventions; 
o registration is considered to be a process which runs parallel to the growth and upgrading of 
MSEs: as they engage in bigger deals with other enterprises, have more employees, specialise 
on specific products or services, do specific investments and so on, moving from informality to 
formality becomes an issue for them; on the other hand, there are some experts who point to 
the fact that the lack of registration itself might inhibit growth; 
o registration gives the MSEs an identity and a sense of ownership and can also be interpreted as 
a sign of trustworthiness by business partners; 
o overall, the understanding gained from practicioners’ point of view is that not being registered 
is not necessarily an impediment for engaging in business linkages and, therefore, value chains, 
and that innovative and flexible forms of MSE registration already exist and can be extended. 
 
The view received from the experts interviewed on the issue of (in)formality is rather pragmatic 
and straightforward and is interpreted as a way of dealing with what actually is the majority of 
businesses in Uganda: micro- and small-scale, not always officially registered, enterprises. 
Overall, the prevailing feeling is that MSEs do not always register at the beginning of their 
operations, but that they do so as they grow and with time and that it can only be encouraged by 
offering and communicating or raising awareness on the concrete benefits associated with 
registration for MSEs. A rather flexible approach/attitude when it comes to registration and legal 
issues would seem to best fit the reality on the ground:  
                                            
298 See annex 6 for a complete list of mentions by the experts interviewed in relation to “registration”. 
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o 36.3% of all entrepreneurs surveyed are registered. The most common legal form is the one of 
an individual entrepreneur (47.1% of all registered businesses). 
o 65.8% have a trading license. Of these, 87.4% have an individual license as opposed to a group 
license. The difference between the prevalence of registration at the national and local levels 
is evident. 
o 80.8% of all entrepreneurs surveyed said they pay taxes. In terms of the types of taxes paid, 
the most commonly mentioned ones are the following:299 graduated personal tax (mentioned 
by 67.9%), income/profit tax (47.4%) and tax on personal capital, mpoza, (42.9%). 
o None of the companies that were not registered pay taxes. On the other hand, only 44.9% of 
companies who are registered also pay taxes. Of those companies who have licenses, merely 
5.5% do not pay taxes.  
o 49.6% of all companies not registered do not have a license either; 50.4% do. 51.2% of all 
companies with a license are also registered at the same time. 
These overlaps clearly show that a definition of the informal sector in purely legal (de jure) terms 
is not very conducive. 
 
It stands out that male entrepreneurs and those operating in the wood sector present significantly 
higher registration rates at both the national and local levels than their female counterparts and 
those operating in the food sector: 41.2% of all male entrepreneurs have registered their business 
(against 28.4% of female) and 73.1% have a license (against 54.1% of female); 50% of all 
entrepreneurs in the wood sector have registered their business (against 28.5% of food processors) 
and 77.1% have a license (against 59.3% of food processors).300  
 
Building on the discussions in chapter 3, as well as the framework used by Nelson/de Bruijn in 
relation to de jure and de facto formalisation, the findings from the survey among MSEs clearly 
show that the process of formalisation is one during which the entrepreneurs make choices and 
decide on which (combinations of) business strategies for enterprise development and growth are 
best suited for their own personal situation and capacity, as well as the institutional framework 
they face. The figure below shows that different trajectories from complete informality (1) to 
complete formality (2) are possible, also “backwards” in the sense of increasing (mainly de facto 
informality).301 
 
                                            
299 Please note that multiple answers were possible/permitted. 
300 See part 2 in annex 5 for a detailed summary on registration, licensing and tax payment. 
301 Similarly as discussed in relation to up- and downgrading, it might be a better deal for the individual entrepreneur 
to move from a more advanced de facto formalisation to a less advanced one, based on the hypothesis that 
formalisation is a voluntary decision. 
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Figure 31: De facto and de jure formalisation in relation 
 
Source: Own compilation, based on Nelson/de Bruijn 2005: 585. 
 
The relation between different types of upgrading and (in)formality becomes apparent when 
looking into different determinants of de facto formalisation. Figure 32, on the following page, 
details different levels of de facto formalisation, as operationalised in the questionnaire used in 
the MSE survey. The position of the various strategies/options are meant to be indicative 
(especially the relative positions of options to each other) and can be changed in different 
concrete examples; nevertheless, the general logic followed was to contrast spot and one-time 
transactions, based on pure market mechanisms (in the sense of perfect competition) with longer-
term and more complex types of relationships, at the same time considering that (in)visibility is 
also an important determinant of (in)formality. De facto formalisation cannot be equalised with 
upgrading, but the different dimensions presented in figure 32 clearly mirror the different 
dimensions of upgrading presented in previous sections. The three different trajectories drawn in 
figure 31 to get from (1) to (2), together with the different dimensions of de facto formalisation 
presented in figure 32, show that micro-entrepreneurs exploit ad hoc opportunities in their day-
to-day business management. Given the characteristics of these MEs, the continuum of complete 
informality and complete (de jure and de facto) formality provides a low-risk and low-cost 
entrepreneurship experimentation and learning space (see Nelson/de Bruijn 2005 for more 
details). 
 
De jure 
formalisation 
De facto 
formalisation 
informal semi-formal formal 
illicit         licit 
illegal       legal 
payment of taxes
local business 
license 
nationally 
registered 
company 
1
2 
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Figure 32: Levels and dimensions of de facto formalisation  
 
 
 
Advanced  
de facto 
formalisation 
Location Organisation and 
management 
Sourcing Production Distribution Cooperation 
  
more than one 
establishment division of labour  contractual basis 
high-market value 
products 
sales to large firms 
sales to public firms 
engaged in vertical and 
horizontal, bilateral and 
multilateral cooperation 
arrangements permanent structure 
formal contracts with 
workers in advance and regularly capital-intensive  contractual basis 
 formalised communication comparison of prices 
compliance with 
standards 
credit granted to all 
customers contractual basis 
 delegation takes place recommendation from competitor(s) quality management 
distribution through 
retailer/wholesaler 
long-term cooperation 
multiple goals 
 access to formal sources of finance 
numerous (specialised) 
suppliers on-demand production   
 separation of business and personal matters 
Longer-term 
relationships    
on main road longer-term relationships 
with workers 
advance payment product and process 
innovations 
s.o. hired to distribute  
  supplier credit provided  joint risk-taking 
  accounting system 
supplier transports goods sub-contracting arrangements  
entrepreneur transport 
and delivers 
joint activities 
    
 on daily/weekly market    on daily/weekly market  
  bank account     
 on side road  entrepreneur transports  credit granted to some 
customers 
 
  record-keeping system   information sharing 
  main source of finance: 
own savings and family 
payment at delivery labour-intensive  horizontal cooperation 
 Temporary structure as need arises   bilateral cooperation 
  informal agreements with workers always from the same 
supplier / only based on 
personal contacts 
low wage level 
low-skill level   
Low  
de facto 
formalisation 
 
home-based highly personalised 
contacts 
little technological 
progress 
customers pick up goods 
at enterprise 
short-term cooperation 
well-defined goal 
 when stock is finished    
open space  informal agreements   informal agreements 
 worker-manager-owner model no suppliers 
production for the 
anonymous market only 
sales only to final 
customers  
 
Source: Own compilation. 
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Summing up, increased formality means increased internal organisation (largely mirrored by 
process upgrading), increased engagement in business linkages, increased enterprise performance 
and growth (linked to all types of upgrading) and increased business orientation/mindedness of 
entrepreneurs. All these dimensions are related to each other, creating a reinforcing process. In 
relation to figure 1 drawn up in the introductory chapter, it means that the relation between 
upgrading and formalisation cannot be understood as a linear sequence, along which there are key 
points were (especially de jure) formalisation is needed, but rather as a flexible and evolutionary 
(adaptation) process from the side of the micro-entrepreneurs. With micro-entrepreneurs taking 
into account both the risks and rewards from any change in strategy/approach, both formalisation 
and upgrading are not unidirectional, with “informalisation” and “downgrading” being feasible 
and rational strategies or business options/decisions. 
 
 
7.5. The promotion of business linkages and value chains  
 
As mentioned before, this section is mainly based on the interviews conducted with PSD experts in 
Uganda, although some data from the MSE survey is presented to illustrate specific points. This 
section first elaborates on the concepts of business linkages and value chains, as well as their 
promotion, followed by specific issues considered to be key challenges in the promotion of 
business linkages and value chains, and ends with a discussion of the roles of the major 
stakeholders, as well as modes of implementation of so-called value chain programmes.  
 
7.5.1. The concepts of business linkages and value chains 
 
In the expert interviews, “business linkages” were not further specified, but rather broadly 
introduced as linkages between enterprises of different sizes and/or of different (sub-)sectors, 
horizontal and vertical in nature, as well as between formal and informal enterprises.  
See annexes 6.4 and 6.5 for a more detailed list of mentions by key informants related to the 
concept and potential of business linkage and value chain promotion. 
 
Terms/Concepts associated with “business linkages” by the experts interviewed included the 
following: horizontal and vertical linkages, clusters, networks, joint ventures and franchising. 
Apart from the term “value chain”, subcontracting, outsourcing and TNC/MNE – SME linkages were 
heavily mentioned, all suggesting a focus on a supplier-buyer relationship and usually with the 
association that it is the larger enterprise that drives the process, defines the specifics and the 
smaller companies only react to the demand for supply and adapt to the specifications asked for. 
The notion that business linkages can be horizontal and vertical and can take on the form of or 
result in clusters was represented as well.  
 215
In a way, the expert interviews are a confirmation of the thesis that “value chain” is a term rather 
coined by donors: the term was mainly mentioned by donors in relation to business linkages, which 
might be an indication that it is a concept that was “born” in their environment.  
None of the experts elaborated on a definition for value chains during the interviews, though. 
Rather, the question was raised how to differentiate value chains from other terms used as 
synonyms by practitioners (such as business linkages, sub-contracting and supply chains). The 
impression gained from this is that the concept of value chains as such is known to people working 
in PSD and in relation with business: the concept as such is not necessarily seen as something new, 
but rather as a framework to think in; as that it is pretty straightforward, also easily accessible for 
entrepreneurs, regardless of their level. 
In terms of examples, by far the most commonly mentioned were agriculture-based ones (such as 
agricultural activities themselves302, agro-processing, honey, supply of fresh produce to 
supermarkets, fisheries); examples from other sectors include leather/footwear manufacturing 
and construction.  
 
There was a relatively pessimistic assessment from the private sector: business linkages are not 
happening or cannot be expected to happen at this stage of development of the Ugandan 
economy. The majority of experts, though, seem to think that business linkages are a natural 
thing to happen, that they are already happening/on-going or that there is potential for them to 
develop. Interestingly, business linkages were not discussed in terms of formal and informal 
economy linkages. This is interpreted in two ways: either it is taken as given that MSEs are (at 
least partly) informal or it is not seen as relevant. The size of enterprises was not considered per 
se to be relevant for the engagement in business linkages; on the contrary, smaller-scale firms 
were considered to be especially active in terms of horizontal linkages.  
 
Overall, the views expressed by the experts interviewed are consistent with theory presented in 
chapter 4: business linkages will increasingly come about as the economy develops and the market 
size increases. This view is coherent with the theory on business linkages summarised in chapter 4. 
 
Logic for promoting business linkages  
By far the most common answer from the experts interviewed in relation to the logic of promoting 
business linkages is the following: business linkages are a way and offer the possibility to improve 
access to (larger) markets for smaller enterprises: through them, rural producers are linked to 
urban centres, and local entrepreneurs are linked to businesses operating at the national, regional 
or even global levels.  
The promotion of business linkages is considered to be a market-driven approach and, therefore, a 
sustainable one. By using a demand-oriented and market-based approach, production and 
investments are geared towards feasible and sustainable business opportunities, it is believed. 
                                            
302 The examples related to agriculture all refer to outgrower schemes. 
 216
The provision of inputs, training, general support, financing and quality control/management 
systems through the linkages with (especially) larger enterprises, embedded in the normal 
business relations with smaller enterprises and producers, is seen as a major advantage of 
promoting business linkages. The larger companies invest in their suppliers and get more reliable 
business partners in that way. The potential of the private sector solving a large part of its 
problems on its own and in a (more) targeted way is a common understanding: embedded services 
provide a basis for (more) targeted and efficient support to MSEs and are sustainable at the same 
time because they are demand-oriented and market-driven. This framework may also facilitate 
the transfer of knowledge and work/business ethics, as well as offer possibilities of increased 
innovation.  
Business linkages are considered to provide a framework for value-added production (at the local 
level) due to specialisation that is its basis.  
Linkages with larger enterprises are considered to be beneficial to smaller enterprises since they 
provide a reliable and continuous source of income due to the long-term horizon that a (perceived 
as more reliable) large enterprise can provide. It can also, to a certain extent, relieve small-scale 
operators from the obligation to engage in time-consuming marketing activities. It was also 
pointed to the fact that an increased interaction with businesses of a larger size than themselves 
may lead to increased confidence and empowerment of entrepreneurs heading MSEs.  
 
Logic for promoting value chains  
Building on the understanding of the benefits of promoting business linkages within an economy, the 
value chain approach is seen as a comprehensive/integrated approach that looks at whole (sub-
)sectors and at all actors influencing/shaping them as well as the relationships between them.  
The approach can serve the objectives of increasing local value addition and upgrading production 
(interestingly, both were only mentioned by representatives of the public sector). Interventions 
within the comprehensive/integrated approach of a value chain can lead to increased 
competitiveness at the enterprise level, but also of the (sub-)sector as a whole.  
The approach is not seen as standing alone, i.e. isolated from other approaches commonly used in 
PSD, but can and should actually be linked to other areas/approaches/instruments such as rural 
development, LED, skills development, BDS, industrialisation policy/promotion. In chapter 4, 
similarities/overlaps between the value chain approach and some of these approaches mentioned 
were elaborated. 
By far the most common answer in terms of the advantage of using the “value chain approach” is 
the possibility of accessing larger markets for smaller producers: rural producers are linked to 
urban centres, and local entrepreneurs are linked to businesses operating at the national, regional 
or even global levels.  
Similarly to what was mentioned already above in the context of business linkages, the provision 
of several services embedded in (vertical) relationships along the value chain were mentioned as 
another key advantage of using the approach: reference was mostly made to training and support, 
but also financing and quality control/management were mentioned. The implicit assumption 
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somehow is that these services will be provided by the lead firms in a chain. Interestingly, training 
and (technical) support were heavily mentioned by representatives from donor agencies, which 
may be pointing to the fact that these institutions are searching for alternative modes and 
channels, as well as partners for the implementation of their support programmes.  
Nevertheless, a word of caution is mentioned here: the observation was that there is a slight 
tendency to mix up issues related to upgrading, vertical integration and specialisation: often the 
value chain “rhetoric” is used, but the “right of existence” of all actors at the different stages of 
a value chain is not valued equally. Often interventions proposed (and this might apply especially 
to agriculture-based value chains) are geared towards empowering small-scale producers/farmers 
and entrepreneurs to take up many more tasks than their core tasks. Especially the issue of 
distribution is often added as a task and the existence of traders at various levels of a value chain 
is sometimes questioned. 
 
Challenges for the establishment and/or the promotion of business linkages 
These challenges largely overlap with those faced by MSEs in general, as mentioned earlier in 
section 7.1. The challenges are listed in order of the number of mentions by the key informants 
interviewed. They include: 
o being able to produce the right and consistent quality was heavily mentioned by the experts 
interviewed; being able to meet various types of standards to the requirements of the 
customers was another, as well as the low capacity of small enterprises to produce bulk and 
supply consistently; 
o lack of skills (linked to the need for training and capacity development in areas such as 
production techniques and management); 
o interestingly, lack of information on business opportunities and market requirements was only 
mentioned by representatives from donor agencies as an impediment; 
o lack of organisation of small-scale enterprises and producers; 
o in terms of small- and large-scale enterprise linkages, the main challenge mentioned was the 
prevalent mistrust towards the other party, from both sides, and the lack of 
(objective/verifiable) information on each other; 
o financial issues were mentioned in two senses: on the one hand, MSMEs need to make 
investments in order to be able to upgrade their production (for example through the 
introduction of new technology or the compliance with certain standards), for which they 
need access to finance; on the other hand a common challenge suppliers face is late payment 
by their contractors, which can seriously affect their business. Overall, the challenge is to 
create/encourage financial instruments that are suitable for the actors along the value chain; 
o difficulties in drawing up contracts and contract enforcement; 
o informality was mentioned equally from representatives from the three stakeholder groups as 
problematic in the sense that it inhibits traceability of producers/suppliers and their output, 
which affects value chain governance and transparency; 
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o infrastructure was mentioned as a challenge, above all in terms of transport and 
communication infrastructure. 
 
Keys for success and issues to be considered for set-up and facilitation of business linkages 
and value chains:303 
o as a start and basis for any intervention, the PSD experts interviewed unanimously agreed that 
all relevant actors who are part of and influence the targeted (sub-)sector have to be 
identified. A thorough and comprehensive value chain analysis should always be the basis for 
any intervention: this should involve the identification of all relevant actors who are part of 
and influence the value chain (such as service providers, universities and research institutions, 
etc.), but should also include auxiliary services; 
o the different roles of the involved actors have to be clearly defined and clarified, which also 
contributes to relationship development and management among the different actors along 
the value chain; 
o build trust and relationships among the different actors involved; 
o create/encourage dialogue among the different actors: this includes or is based on 
information dissemination and exchange among all actors, for instance on best practices in the 
(sub-)sector and lessons learnt from previous interventions; 
o a neutral third party is needed as facilitator or broker; 
o identification of and building interventions on/around a lead firm in the targeted value chain 
or (sub-)sector was recommended as essential by some experts; 
o focus on skills upgrading and capacity building/development, through training by external 
providers, but also embedded in the business relations (i.e. through coaching and mentoring 
by lead firms). This is linked to two of the key challenges identified, namely lack of skills and 
compliance with quality and other standards; 
o business linkages should always be based on input-output relations: they should be regarded as 
part of and, therefore, as a business and not a charity, which ultimately comes down to the 
recommendation to always pursue a market-driven approach; 
o facilitation of business linkages where they are already happening, which is also part of the 
market-based intervention logic, i.e. intervene without creating artificial markets or distorting 
markets. One expert highlighted the fact that little is known on how to make business linkages 
happen where they do not exist (yet), i.e. on how to purposively create horizontal and vertical 
linkages in a sustainable way. Overall, experts agreed on the fact that interventions are meant 
to reinforce the linkages that are already happening and intervene to tackle market 
distortions. Representatives from all stakeholders equally mentioned that the link to exports 
should be made, some even went as far as saying that value chain promotion should start with 
                                            
303 The most commonly mentioned issues are listed here: see annexes 6.4 and 6.5 for a detailed overview on the 
mentions by each stakeholder group. This point will be further elaborated on in the following sections (7.5.2, 7.53, 
and 7.5.4) in relation to specific challenges, the roles of the major stakeholders, as well as modalities of intervention. 
The list presented here is simply an initial overview. 
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export commodities. Other recommendations given were to focus on niche markets and to 
draw up a national plan for a whole (sub-)sector, based on the value chain analysis conducted.  
o facilitate specialisation, since business linkages are invariably linked to it  
o create win-win situations for all actors involved, ideally equitable deals, no one-sided 
dependency relations, which is also related to building trust and relationships among all actors 
involved and empowering the small-scale enterprises and producers. 
 
Overall, there is no consensus among the PSD experts interviewed on how to tackle certain key 
issues:304 
o the challenge to find a balance between micro- and meso/macro-level interventions, 
connected to the challenge of striking a balance between direct and indirect interventions, 
o specific injections needed to achieve significant changes within a given value chain and its 
sources of finance, 
o whether to aim at creating something new or to build on something which is already existent.  
 
7.5.2. Issues to be taken into account when promoting business linkages and value 
chains 
 
In the course of this section, the main challenges for the promotion of business linkages and value 
chains that were mentioned by the experts interviewed, will be elaborated on and put into 
context by using selected information from the MSE survey. These issues include: challenges for 
MSEs to become suppliers, dependency, specialisation, business culture and practices, as well as 
contractual issues. The issue of value chain finance will be treated as cross-cutting theme. 
 
7.5.2.1 Challenges for MSEs to become suppliers 
The challenges305 that MSEs face to become suppliers, as perceived by the experts interviewed, are 
not very different from the general challenges that MSEs face, as described in chapter 3 in general 
and in chapter 5 for the Ugandan context, as well as perceived by micro-entrepreneurs themselves. 
 
Compliance with standards and production requirements seems to be the biggest challenge for 
MSEs, be they related to quality, hygiene, labour, environment, safety, exports (such as ISO or 
Eurepgap), fair trade. The logic behind it is that if an enterprise is able to comply with the 
standards, it can become a supplier or secure a business deal; if it is not able to perform or keep 
up, it is out of business. One aspect is related to producing the right/demanded quality, the other 
aspect is producing this quality consistently. Being able to produce bulk and provide consistent 
supply are other challenges mentioned, mainly coinciding with the general challenges MSEs face, 
as previously mentioned. 
                                            
304 These issues are themes that were already mentioned in chapters 2, 3 and 4. 
305 See annex 6.6 for a complete list of issues mentioned by the experts interviewed in relation to “challenges for 
MSEs to become suppliers”. 
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The first step to overcome these challenges suggested by the experts is to get information on the 
specific (quality and quantity) requirements, to disseminate this information and create 
awareness on the importance of standards among MSEs. In a second step suggested by the experts, 
these specifications then have to be translated into the local (Ugandan) context, which mainly 
means definition and enforcement of standards. In another step, training and capacity building 
should be provided to MSEs so that they are enabled to meet the requirements (this could be 
related to production techniques, but also to management and organisational issues). Ideally, the 
lead company in the value chain or other key players will be involved especially in this stage, 
providing training as embedded service to their suppliers. 
In terms of target groups, the views differed. On the one hand, experts suggested to target the 
high performers among MSEs, taking into account that they might be able to master (most of) the 
challenges to become reliable suppliers. On the other hand, the need for pro-poor orientation was 
mentioned, which could be tackled through purposively addressing the needs of smaller, poorer, 
informal and lower-skilled entrepreneurs. Especially one expert however, warned about the 
danger of “over-romanticising the informal sector and self-employment” in this respect, 
highlighting that business linkages and value chains are mainly about competitiveness and that the 
poor could also be addressed as workers or consumers within the system, rather than as (probably 
inefficient and unproductive) producers, simply because “they are there”. 
 
Another major challenge mentioned is related to financial issues. For business linkages or value 
chains to happen and/or be upgraded, investments are needed (i.e. in special equipment). These 
are partly covered by the enterprises themselves, especially when they see an immediate return 
linked to them, but they might also have to be covered by the Government and/or donor agencies 
if they address market failures and/or public goods. The limited access to credit is a key 
constraint for MSEs in this respect. Often they have to pre-finance everything (especially raw 
materials and labour) when they receive a larger order or they are paid very late for their 
products or services (a typical problem with large companies and a major problem with 
public/Government institutions in the case of public procurement). 
The solutions to the financial issues mentioned above include: (facilitate the) development of new 
financial instruments such as factoring or Warehouse Receipt Systems, mainly with the objective 
of shifting the risk from the MSEs to the larger companies; encourage lending as part of and built 
into business relations; encourage the use contracts as collateral. Especially in the introduction of 
new and innovative financial products, donor agencies could play an important role, mainly 
through technical assistance.  
 
Other challenges mentioned include: 
o low productivity of MSEs, 
o the common perception by customers and consumers that imported products are superior to 
locally-made products, 
o lack of cooperation because of lack of or low trust among businesses and, linked to this, lack 
of communication among the different actors, 
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o limited outsourcing taking place by larger companies, limiting the possibilities for MSEs to 
become suppliers, linked to the limited (local/Ugandan) market size, 
o lack of information and know-how available on market requirements and possibilities of 
meeting them, as well as in relation to the establishment and management of business 
linkages in general, 
o limited technical skills and know-how, mainly related to production techniques, 
o contract signing and enforcement, as well as non-existing formal dispute resolution mechanisms, 
o no business orientation on the side of the MSEs, who generally operate on a subsistence basis 
and are more oriented towards home consumption; linked to this, lack of a long-term vision 
and strategy, but instead rather a focus on quick and immediate wins. This limits their 
chances of becoming suppliers since larger companies will only be willing to outsource certain 
production steps or services if they have reliable business partners. Another difficulty of 
micro-entrepreneurs lies in their limitations on identifying business opportunities and keeping 
up relationships, 
o informality of MSEs, which limits their possibilities of being “visible” to larger enterprises and 
entering into business relations with them, i.e. closing formal/written contracts. 
 
The main problems mentioned by the micro-entrepreneurs themselves were: 
o related to low/bad quality of the raw material or inputs, problems with transportation, as well 
as fluctuating prices in relation to their suppliers; 
o linked to difficulties in transportation, late or no payment by customers and lack of 
distributors in relation to their sales.306 
 
Associations can play an important role in addressing the challenges that MSEs face to become 
suppliers according to the experts interviewed. Their involvement is key and building their 
capacity and strengthening them is basic. Interestingly, however, this point was only brought up 
by representatives from donor institutions.  
It seems to be a consensus that associations should not get involved in production in any way, i.e. 
stimulate production, but that their main role is to channel support (from Government, donor 
agencies, etc.) to their members and act as intermediaries for assistance. Their most important 
role lies in the organisation of the MSEs and in their possibility to disseminate information among 
their members which increases outreach. They could act as a link between MSEs and larger 
companies who want to use MSEs as suppliers; they could facilitate the linkages and assist in the 
contract negotiations as well as in the contract management at a later stage. Basically two types 
of services are suggested when it comes to MSEs as suppliers: associations could perform bulk 
purchase for their members and/or they could organise bulk delivery for the customer/buyer; 
especially in the second case, associations could also play a role in quality control and assurance. 
The role of associations, as representatives of the private sector, in the promotion of value chains 
will be discussed in further detail in section 7.5.3. 
                                            
306 See section 7.3.1 for more details on the supply side and section 7.3.2 for more details on the distribution side. 
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Other solutions suggested for the challenges pretty much coincide with the general 
recommendations given for the promotion of business linkages and value chains in sections 4.1, 
4.3 and 4.5, such as: 
o relationship building and management, including trust-building measures and others aimed at 
strengthening the dialogue between the different parties, 
o encourage cooperation, linked to information dissemination and sharing, but also to building a 
conducive framework and environment which reduces the risks and costs for the companies 
involved, 
o provision of training and capacity building (either related to technical and production issues, 
as well as related to management and organisational issues such as developing business plans, 
or in the form of BDS), either to be provided by the larger enterprises who are the 
buyers/customers or by specialised service providers, 
o facilitate access to technology for MSEs and technology transfer, 
o strengthen the Uganda Bureau of Standards to define and enforce basic standards, 
o improvement of infrastructure, especially in relation to transport, electricity and 
communication.  
 
7.5.2.2 Dependency 
Dependency was on purpose not specifically defined by the interviewer, but was associated by the 
experts with the following issues: offering no or limited alternatives and limiting diversification, 
being exposed to dictation of conditions, being unable to influence a relationship/outcome, 
unilateral stipulation of conditions, and may involve high risks/loss. The fact that dependency was 
seen as a concern for both large-scaled enterprises as well as MSEs in a given value chain, is 
highlighted at this point. 
 
There is no consensus among the experts interviewed on whether dependency307 is in principle 
good or bad for MSEs. The most common view seems to be that there are both advantages and 
disadvantages linked to it: a certain level of dependency will always be there, especially because 
MSEs cannot see themselves as direct competitors to larger businesses. A stable relationship with 
a larger enterprise may mean a link to a reliable buyer and, therefore, a reliable source of 
income; a paternalistic relationship with a large company can be beneficial if knowledge transfer 
takes place through mentoring and coaching. In general, if the relationship allows room for growth 
and diversification from the MSEs’ point of view, dependency does not have to be negative for 
MSEs; on the contrary, it can contribute to the empowerment and upgrading of MSEs and might 
also lead to increased formalisation of informal and semi-formal businesses. 
 
Dependency has to be taken into account, though, when promoting business linkages and value 
chains. This is best addressed through contract negotiation and management according to the 
                                            
307 See annex 6.7 for a complete list of mentions by experts on the topic of dependency. 
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experts interviewed: it is here that the interests of MSEs have to be taken into account. Contracts 
should be negotiated in such a way that they allow for win-win-situations, they should have a 
long-term orientation, allow room for growth and diversification (also outside of the contract), 
specify the standards to be complied with (quality, production, etc.), specify the quantities to be 
produced and purchased (i.e. agree on a certain minimum quantity to be purchased might be 
beneficial to MSEs), be linked to market prices and their development, etc. It is here where 
associations can play an important role in representing the interests of MSEs and 
advocating/negotiating on their behalf; they might also have the resources to, for instance, pay a 
professional lawyer who can look into the legal details and implications of a given contract. 
A corrective for dependency and exclusivity agreements that might follow from it can only be 
market prices; if market prices are applied when selling/buying, in principle dependency is not 
negative for MSEs since they do not really loose out in terms of income and do ultimately not care 
about where the money comes from. 
 
Interestingly, the issue of dependency was heavily mentioned by representatives from donor 
institutions, maybe hinting at the fact that “fairness” (in the sense of “protecting” the rights and 
position of small-scale and traditional enterprises) is a key concern for them within the framework 
of pro-poor PSD, but also at the fact that the engagement with large-scale and lead enterprises 
within a specific value chain for the achievement of developmental goals is (still) somewhat 
controversial.  
 
7.5.2.3 Specialisation 
The logic behind encouraging specialisation is based on the assumption that specialisation308 leads 
to concentration/standardisation, leading to the realisation of economies of scale, a better 
capacity utilisation, improved skills, more stable and improved quality, improved productivity, 
and, ultimately, increased income, profits and confidence for MSEs. 
 
Cooperation is both a pre-condition and consequence of specialisation. This is the basic 
assumption and at the same time the most important problem around which everything circles, 
according to the views of the key informant interviewed: 
o Specialisation is difficult to encourage and is a long-term process linked to industrialisation 
and the general development and size of the economy. Specialisation is understood as being 
market-based and not possible to be planned: in which direction specialisation goes depends 
on the market, largely through its size and emerging opportunities. 
o Specialisation means cooperation with other specialised enterprises and, therefore, 
dependency on others since you no longer control the whole production and sales process 
yourself internally. This requires reliability and trust. In general, a change in mentality or 
attitude is required, which is a challenge because entrepreneurs are entering into new 
experiences and widely unknown territory. Moving away from the “copy-cat mentality” which 
                                            
308 See annex 6.8 for a complete list of mentions on the topic of specialisation. 
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is considered to be typical for MSEs and adopting a more risk-taking attitude is necessary. 
Therefore, awareness-raising and the provision and exchange of information are key, as a basis 
for networking and cooperation. 
o Entrepreneurs need to have the ability to define a strategy and analyse opportunities, they 
should be able to know where (process-wise) they are making a profit and loss. Ideally, they 
would have a business plan which lays out their long-term vision and business orientation.   
 
The question of specialisation is also linked to the mechanisation of production processes. It was 
described beforehand that less than half of all micro-entrepreneurs surveyed in the food and wood 
sectors own machines themselves and that, if they do, they do not operate at full capacity. This 
partly explains the low capacity of MSEs to produce bulk and consistent quality. Other aspects 
linked to this are the required financial resources and (managerial, as well as technical) skills 
needed to move in the direction of increased specialisation.  
Mention has to be made yet again at this point at the possibility of downgrading: the classical 
understanding of specialisation which leads to standardisation, mechanisation and efficiency gains 
is in line with the unidirectional understanding of UPgrading, but does not fully reflect the more 
complex reality, where entrepreneurs (and especially the micro- and small-scaled ones, serving 
local and/or low-end markets) might take rational and conscious decisions against this direction. 
Especially when looking at issues of employment promotion and poverty reduction, and 
considering the poor as being at different steps of a value chain (as producers, employees, 
consumers), the possibility of opting out of a certain value chain (i.e. becoming a worker in a 
large enterprise rather than being a small-scale entrepreneur) should be kept in mind. 
 
The majority of experts interviewed think that specialisation is widely inexistent in Uganda, for 
different reasons: 
o the market is not ready yet and the economy not developed enough, 
o the larger companies concentrate everything in their hands and do not give smaller companies 
a chance to step into the value chain as suppliers, 
o small companies are doing everything, which is very time-consuming, leads to fluctuating and 
poor quality, is difficult to manage and ultimately is inefficient for them. 
Many believe that specialisation will come with growth and industrialisation in the longer term. In 
this context, specialisation is understood either functionally when looking at it from the 
enterprise level or sectorally when looking at it from a macro-economic point of view looking at 
the Ugandan economy as a whole. Once more, no consensus emerged in relation to the role that 
government should take in promoting key sectors within an economy: whether to purposively 
invest in them or whether to merely provide an enabling environment for the economy as a whole. 
 
Suggestions from key informants on how to encourage specialisation at the enterprise level mainly 
circle around building awareness on the advantages and consequences of it, both among larger 
companies as well as MSEs. This means providing information on and showing business 
opportunities, showing that specialisation can be profitable, basically sharing experiences, 
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successes and best practices, using a step-by-step and case-by-case approach. It was also stressed 
that a third party might be needed to facilitate the underlying business linkages, mainly ensuring 
that the coordination and cooperation between the various actors runs smoothly.  
 
7.5.2.4 Business culture and practices 
As discussed in previous sections in relation to the business environment in Uganda, the main 
problems mentioned in relation to the common business culture and practices309 all circle around 
the lack of cooperation and trust, as well as a limited information base, clearly affecting the 
business climate in which MSEs and other enterprises operate. 
o A culture of cooperation does not seem to exist: companies in Uganda act in an individualistic 
or selfish way and are careful to watch their independence. 
o Publicly available information is rare, transparency is largely not there, especially when it 
comes to pricing; enterprises do not share information, do not share problems common in 
their (sub-)sector or geographical area and do not share or exchange experiences. 
o A culture of mistrust and cheating are predominant: companies fear disclosing/revealing or 
sharing information because their ideas (and even their business) might be “stolen”310. From 
this it is inferred that a head start concerning information or knowledge is a competitive 
advantage for the entrepreneur. 
o A kind of vicious circle arises from this: lack of transparency, coupled with a copy-cat 
mentality and lack of information, knowledge and experience sharing contribute to an 
environment characterised by suspicion and mistrust, which again lead to or reinforce a lack 
of cooperation and information sharing. At the same time, this is a process that reinforces 
itself.  
o Firms are generally risk-averse and cooperation/networking is risky, especially in low-trust 
environments as the one described above.  
o There is no safety net against misfortunes and accidents, and nothing like insurances either for 
MSEs and their entrepreneurs: when MSEs become vulnerable, this is clearly reflected in 
constant ups and downs in their business development. The central position/importance of 
trust within (business) relationships is related to the lack of a legal basis, security, as well as 
sanctions in this context. 
o Some experts mention the fact that this environment of mistrust might be linked to the war311; 
others are of the opinion that it is linked to the fact that many MSEs are headed by first-
generation entrepreneurs, who mainly used to be farmers before or came from rural areas, 
and do not have an entrepreneurial tradition. 
 
                                            
309 See annex 6.9 for a complete list of mentions by the experts interviewed related to business culture and practices. 
310 To put it in the words of the micro-entrepreneurs interviewed. 
311 This perception is also described in USAID 2008, for instance. 
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Characteristics of micro- and small-scale entrepreneurs mentioned by the experts largely coincide 
with the ones mentioned under the points related to challenges that MSEs face in general and, 
specifically, to the challenges to become suppliers. Merely points that differ are highlighted here: 
o Prevalence of a copy-cat mentality, which becomes relevant because MSEs fear to share 
information, which might lead to a loss of their business. MSEs wait for others to take the first 
step. Once they have concluded the “neighbour” is successful, they copy the business idea, 
although they might not know the details. This commonly happens because MSEs usually have 
simple businesses which do not involve very complex processes, but ultimately it leads to a 
situation where everybody is suspicious of the other one. 
o No risk-taking or limited willingness to take risk: because of the small size of the business and 
the limited reserves/backup that small-scale entrepreneurs have, if something goes wrong, 
easily the whole business (and, often, linked to it, the whole existence of the entrepreneur) 
can collapse. In general, MSEs are perceived to fear going beyond what they know and/or have 
seen others do. Usually no or very limited investments are undertaken, which also leads to no 
or limited growth. In any case, both the risks and rewards of any investment or (change in) 
business strategy are carefully weighed against each other. 
o Contrast between two “types” of entrepreneurs among MSEs: one group characterised by 
complacency, lack of confidence, orientation at past, seeking security and the other group 
being characterised by being innovative, flexible and having a certain business acumen (which 
can be linked to the differentiation between subsistence or necessity vs. opportunity 
entrepreneurship, a common perception also gained from the relevant literature). 
o A rural-urban gap is interestingly mentioned: the business environment is more cooperative 
and protective in rural settings, whereas in Kampala specifically, the individualistic and 
cold/competitive mindset is common. One would expect entrepreneurs in rural settings to be 
less open for new ideas/approaches/practices; on the other hand, especially in more isolated 
areas, cooperation happens out of common problems/needs and the fact that the societies are 
smaller or that the social control there facilitates networking and cooperation to happen since 
non-compliance with what was agreed will be punished. 
 
These mentions from the experts interviewed are partly reflected in the results of the MSE survey. 
 
Less than half of all entrepreneurs surveyed (41.5%) are members of associations. Most commonly 
mentioned were professional associations (linked to the specific trade in which the entrepreneur 
operates), followed by associations of small-scale entrepreneurs (independent of the trade they 
are in), religious and social groups. Some entrepreneurs are members in more than one type of 
association. 
 
As mentioned beforehand, the majority of entrepreneurs have not cooperated before with other 
enterprises, be it of the same or different size and/or of the same or different sector. 
Of those entrepreneurs who cooperated in the past, 16.9% did so only once. Of the rest, who 
cooperated in more than one occasion with fellow entrepreneurs, 65.1% did so with 
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several/different partners and 57.8% were engaged in cooperation arrangements that lasted less 
than one year. This points to the fact that cooperation is rather done on “small” and manageable 
issues in order to reduce the risks and effects of a potential failure. Merely 2.4% of all 
entrepreneurs who engaged in cooperation arrangements did so with a written/formal as a basis, 
98.8% with an informal agreement.312 
When asked about success factors of cooperations, the following issues were mentioned:313 
75.4% mentioned trust,  
35.6% mentioned sharing information,  
30.9% mentioned being active in the same sector/business, and  
26.7% mentioned openness of relationship. 
In terms of combinations, the most commonly mentioned ones were the following: 
20.7% mentioned trust alone, 
8.3% mentioned trust and being active in the same sector/business, and  
7.3% mentioned trust and sharing information. 
 
When asked about reasons for non-cooperation, the following issues were mentioned:314  
68.9% mentioned “do not think a cooperation would be favourable”, 
51.9% mentioned “did not find the right partner”, 
24.5% mentioned “do not want to share benefits with others”, and 
12.3% mentioned “do not want to share information with others”. 
The issue of trust, which was heavily mentioned as one of the success factors for cooperation 
arrangements, was only mentioned by 1.8% of all entrepreneurs as a reason (“did not trust 
partner”) in itself not to engage in a cooperation. It might be, however, an underlying criterion to 
finding the “right” partner or deciding whether a cooperation is “favourable” or not. 
 
Matovu contends that the age of entrepreneurs is an important factor: older entrepreneurs tend 
to be more experienced and skilled in their trades; they are likely to have established cooperative 
networks based on trust with fellow operatives and suppliers of inputs and services or customers; 
in a culture that values age, they are also better positioned to develop or having developed a 
clientele base that sustains firm operations (see Matovu 1999: 89).  
 
When asked about problems encountered in cooperations, the following picture came up:315 
61.4% faced  no problem at all. This high percentage might reflect the rigorous 
selection process of cooperation partners.316 
                                            
312 Multiple answers were permitted. This means that some entrepreneurs used both a formal and informal 
agreement. 
313 Please note that multiple answers were possible/permitted. 
314 This question was answered by those entrepreneurs who said they had never cooperated with others in the past. 
Multiple answers were possible/permitted here as well. 
315 This question was answered by those entrepreneurs who cooperated with others in the past or at present. Multiple 
answers were possible/permitted. 
316 This is also supported by the fact that 63.9% of all entrepreneurs engaged in some form of cooperation with others 
said they achieved all their set goals and 30.1% their main ones, against only 6% who had a negative experience and 
did not reach their goals. 
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22.9% referred  to the fact that the partner’s contribution was not enough, 
satisfactory and/or as agreed, 
20.5% reported that their partner did not behave as expected. 
The figure below summarises the answers given by different groups of entrepreneurs. 
 
Figure 33: Problems encountered in cooperation arrangements 
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Source: MSE survey. 
 
When asked about how the problems encountered in cooperations were solved,317  
71.9% mentioned negotiation / direct bargaining, 
37.5% mentioned “I ended the cooperation immediately”, and  
25% mentioned private arbitration. 
None of the entrepreneurs mentioned engaging lawyers or the police as an option. The figure 
below summarises the answers given by different groups of entrepreneurs. 
 
Figure 34: Procedures to address problems encountered in cooperation arrangements 
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      Source: MSE survey. 
                                            
317 Please note that multiple answers were possible/permitted. 
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When asked about the kind of relationship they have with their competitors, the following answers 
came up:318 
74.1% stated “I know my main competitors personally”, 
50.8% had no contact with competitors, 
20.1% stated “I never cooperate with competitors”, and  
17.5% stated “I receive information from competitors”. 
 
In section 7.3.2, the price-setting mechanisms used by micro-entrepreneurs were described. 
Prices are open to negotiation, which entails a bargaining process with customers and suppliers. 
This can be problematic taking into account that written/formal contracts are usually not signed, 
but simply verbal agreements made. 
 
Some entrepreneurs and experts also referred to poor business ethics among employees and 
employers. One important aspect of this is the common practice that employees (especially those 
who start as apprentices) leave a business to start up their own and become a direct competitor, 
using the knowledge acquired in the first enterprise. Another aspect is the lack of formal 
contracts between employers and their employees.  
 
Gender is an important element of a country’s socio-economic characteristics and is dealt with in 
this case under the heading of business culture and practices. 
Slightly more women than men are members of associations. This might be explained by the fact 
that they have more numerous options apart from professional associations/organisations such as 
“classical” women clubs or associations and social (often linked to disabled and/or children) or 
religious groups. 
More men than women register their business, which might be partly explained by the sector. The 
gap in terms of gender is not as big when it comes to tax payment, although also here more men 
than women pay taxes. More men than women have a business license, but clearly, more women 
than men have group licenses as opposed to individual licenses.319 
61.3% of all male entrepreneurs buy their inputs only from men, as opposed to only 9.5% of all 
women who buy only from women. This might partly be explained by the sector: since the wood 
sector is male-dominated, most transactions will take place only among men. 
When it comes to sales, the gender issue is less relevant: the large majority of men (84%) and 
women (78.4%) sell their products and services to both men and women equally. 
Ethnicity seems to be an important factor for both men and women. Always more than 50% of men 
and women mentioned that they interact only with business partners of the same ethnicity as 
their own: 
o 55.4% of all women and 52.9% of men said they only procure their inputs from suppliers of the 
same ethnicity as their own, 
                                            
318 Please note that multiple answers were possible/permitted. 
319 See annex 5 for a comparison of mean values related to tax payment and registration/licensing. 
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o 84.2% of women and 54.7% of men mentioned they only cooperate with partners of the same 
ethnicity as theirs, 
o only when it comes to sales, ethnicity is not an issue: 63.5% of women and 73.1% of men say 
they sell to buyers/customers independent of their ethnicity. 
 
Ethnicity, just as gender, is an important social factor which influences the economy, especially 
in the African context. 
When it comes to employment, 85% of all entrepreneurs who employ workers say their employees 
are only of the same ethnicity as they are. This high percentage is remarkable/notable given that 
50,3% of all micro-entrepreneurs employing workers said they do not employ any family member. 
When it comes to sourcing, 53.9% of all entrepreneurs mention they only buy from business 
partners of the same ethnicity as their own (the majority coming from the food sector).  
When it comes to cooperation, 61.4% of those who cooperate with other enterprises, only do it 
with business partners of the same ethnicity as theirs. 
Again, flexibility is there when it comes to sales: 69.4% of all entrepreneurs say their 
customers/buyers are mixed in terms of ethnicity. 
As can be seen from the above, women might be more susceptible to social pressures and ethnic 
ties when doing business. 
 
Things that should happen according to the experts interviewed or can be done to change the 
current common business culture and practices: 
o A change of mentality/mindset of entrepreneurs, mainly referring to MSEs, but also meaning 
larger enterprises, is needed. Entrepreneurs should be willing and able to seek opportunities. 
The transition from mere income generation to a business orientation is needed, i.e. the 
transition from necessity entrepreneurship to opportunity entrepreneurship has to happen 
sooner or later. However, some experts highlighted the fact that the attitude and mindset of 
entrepreneurs is difficult to be changed. Some even say that it cannot and should not be 
changed: MSEs have or operate according to their own system and act in a rational way – it is 
important to understand their thinking and way of doing things. New or different business 
practices should not be imposed upon them, but should come from themselves. In this 
context, another question is being is put on the table: value chains reflect a purely capitalistic 
economic model – inhowfar are they applicable to the African context? 
o Awareness should be raised on the “deficiencies” of the business culture or the business 
practices that are commonly applied, as well as on the potential changes that could take 
place and the advantages linked to them. 
o Training and capacity building on business and management principles, which includes issues 
such as: record-keeping, business planning, which information to disclose and which to keep 
secret, how to treat your competitors, how to make use of the human resources in the 
enterprise. Basically suggestions all circle around the perception that MSEs do not really know 
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their position in the market and cannot be able to compete effectively before they know what 
their actual strength and competitive advantage is as compared to others. 
o Encourage cooperation among enterprises: the idea of “cooperate to compete”320 should be 
promoted. The aim is to work together in the interest of the industry and get away from 
thinking of the single enterprises in isolation. The idea that cooperation with other enterprises 
is or can be a business opportunity and a way of generating (increased) profits should be 
promoted. Also the prejudice that cooperation means dependency should be tackled by 
creating awareness on the fact that cooperation could and should be beneficial to both parties 
involved, taking as a basis that there is a kind of mutual dependency (meaning that one 
enterprise needs the other one and vice-versa). Again, this is linked to information and 
experience sharing and exchange, as well as the implementation of trust-building measures to 
build long-term relationships (i.e. through signing contracts and transparent dispute resolution 
mechanisms). 
o Exposure to other cultures and business practices was mentioned by representatives of the 
private sector as an effective way of inducing changes in the mindsets of entrepreneurs. 
o Large companies and lead firms should provide support to MSEs in the form of coaching and 
mentoring. Some experts expressed the belief that a transfer of business ethics and a certain 
integrity can happen this way. A certain role is again awarded to business associations who can 
be instrumental in organising small-scale enterprises, support in awareness-raising campaigns, 
experience sharing and exchange, as well as trust-building measures. 
o Documentation of best practices and successful examples is required: like this, dissemination 
of information is possible, and from these, lessons learnt can be drawn.  
 
7.5.2.5 Contractual issues 
It has been mentioned before in various sections that one of the key issues in relation to the 
establishment of business linkages is commonly not having the custom to engage in written/formal 
contracts, together with difficulties in enforcing these contracts.321  
 
According to the experts interviewed, the following content should be covered and spelt out 
clearly in contracts:  
o the roles and responsibilities of the signing parties should be spelt out,  
o their respective investments and contribution, which can also be detailed in business plans, 
should be clear,  
o the general conditions of the agreement, which should also include the possibility to part and 
terminate the contract, 
o witnesses to the signing of the contract. 
 
                                            
320 This phrase was coined by one of the experts interviewed.  
321 See annex 6.10 for a complete list of mentions by the expert interviews on the issue of “contractual issues”. 
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A common perception among the consulted experts is that a contract does not necessarily have to 
be something formal, it can also be seen as an “Memorandum of Understanding” between 
different parties. However, there was no consensus on whether formality of the involved parties is 
a condition for signing contracts or not. The suggestion came up that contracts with MSEs are not 
important or relevant for larger enterprises and lead firms because it is not worth for the bigger 
businesses to follow up on such small contracts individually, but that contracts are most relevant 
for medium-sized and larger businesses. This opinion refers to cases when MSEs are suppliers to 
larger companies. However, if MSEs among themselves do business, a given deal with another 
company might well represent “big business” for them, so the signing of a contract would be 
important to secure their business: this is, in fact, done, but mainly verbally and informally. The 
MSE survey shows that most contracts micro-entrepreneurs are engaged in (whether with their 
workers, suppliers, distributors or cooperation partners) are informal and largely based on 
personalised contacts. The influence of factors such as gender and ethnicity has been discussed 
above. In case MSEs are organised in associations, the opinion that associations could enter into 
contractual obligations with other parties on behalf of the members they represent was aired. 
 
Functions that contracts can fulfil according to the experts interviewed include the following: 
o they help build confidence, trust and, therefore, foster relationships among different parties, 
which can contribute to building long-term relations, 
o they can be used as guarantee or collateral with banks, i.e. they can facilitate the access to 
finance for MSEs,  
o they increase the reliability of business partners since the conditions and contributions as well 
as responsibilities are clearly spelt out and mutually agreed upon; they can increase the 
willingness of business partners to take risks and carry out investments. 
All of this provided that the respective legal framework exists and is actually enforced, i.e. that 
there are mechanisms for dispute resolution, that contracts are contestable and can be subject to 
appeal. If this is given, contracts can play an important role in building trust and thwarting the 
non-existent or bad business practice/behaviour which is commonly faced by entrepreneurs in 
Uganda. However, currently, dispute resolution in cases of non-compliance is rather weak. 
 
Important measures suggested to be taken (especially) by Government, public authorities and 
donor agencies to address some of the contractual issues are: raise awareness on the importance 
of contracts and instruments available to business people, develop and disseminate suitable 
instruments for contract enforcement (i.e. dispute resolution mechanisms) and different types of 
model contracts that can be used as templates.  
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7.5.3. Roles of the main stakeholders 
 
The main stakeholders covered in this study coincide with the three stakeholder groups covered in 
the expert interviews, namely government and public institutions, donor agencies and the private 
sector.  
 
7.5.3.1 Government 
General comments on the role that the Government and public sector institutions in general could 
take in the promotion of business linkages and value chains included the following main points: 322 
o Facilitation of access to markets, which includes areas such as export promotion and 
organisation/participation in national and international exhibitions and investment promotion, 
was highlighted as one main area. 
o Provision and shaping of the framework conditions, in the sense of the legal, regulatory and 
policy framework and enabling environment that set the incentives for the private sector to 
operate in was mentioned as another key task of the Government. This includes issues such as 
the reduction of the costs of doing business in the country (i.e. through the improvement of 
company registration), as well as policies that encourage partnerships and cooperation 
between businesses of different sizes and from different sectors (i.e. public procurement with 
special focus on SMEs and/or demanding cooperation between large companies and SMEs). It 
was highlighted that the responsibility lies not only in designing regulations, policies, etc., but 
also and mainly in the implementation and enforcement of the rules and regulations (i.e. 
when it comes to standards and quality control). 
o This should be done in response to private sector needs, that is to say: it is key for the 
Government to listen and be able to understand the needs of the private sector, which is 
where the dialogue with donor agencies and the private sector comes in. Value chain analysis 
provides micro-level information on policy, institutional and infrastructure impediments to 
competitiveness and growth and can highlight the priority areas for change. 
o Encouraging the organisation of the private sector was another area mentioned. The 
understanding is that Government institutions should always work through associations as 
intermediaries. However, it is pointed out that in this way, only the organised private sector is 
targeted. 
o Provision and dissemination of information, facilitation of a transparent environment, 
implementation of awareness-raising campaigns for the public benefit (i.e. on business 
practices) is another key responsibility of the public sector. According to Kaplinsky, one of the 
main government functions is to assist the private sector, workers’ organisations and other 
stakeholders to recognise the opportunities and threats posed by participating in global value 
                                            
322 See annex 6.11 for a list of mentions by the experts interviewed on the role of Government and public sector 
institutions. 
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chains (see Kaplinsky 2000b: 141-142). This could be done by public sector agencies through 
encouraging research activities into (new and existing) value chains. 
o Once more, whether or not government and public agencies should engage more actively in 
the promotion of specific (sub-)sectors was a contended issue. Those experts who advocated 
for a more (pro)active role of the public sector, mentioned areas of intervention such as 
export promotion, facilitation of market access and the participation in (national and 
international exhibitions and fairs, for example through fiscal incentives and subsidies. Also in 
the literature on (global) value chain promotion, some authors advocate for a more active role 
of public sector institutions, mainly in relation to assisting producers to enter certain chains 
and/or reposition themselves within value chains so that they can derive greater shares of 
benefits (see, for example, Kaplinsky 2000b). 
 
7.5.3.2 Donors 
General comments of the experts interviewed on the role that donors could take in the promotion 
of business linkages and value chains included the following: 323 
o Not causing any distortion of markets through the interventions is a key responsibility for 
donor agencies, who are meant to develop and use market-based and market-oriented 
approaches, tools and methodologies. Donors should address market imperfections or failure 
through their interventions and withdraw once markets function (better). Donors should never 
take up functions that are part of the business cycle and can be commercially operated by 
sustainable and viable enterprises.  
o Facilitate and take an active role in the dissemination of information, lessons learnt and 
best/good practices. The logic here is that public funds are used to finance the various 
interventions, so the information generated through them should also be made publicly 
available. Similarly as in the case of the government, this includes the funding of research into 
(successful and potential) value chains. 
o Facilitate the development of training and technical assistance to value chain actors 
(especially small-scale producers and manufacturers) to support improvements in their 
performance and entrepreneurial development. 
o Donors should mainly engage in pilot programmes and interventions; they should not repeat 
interventions, but rather try to innovate constantly and find/develop alternative approaches 
which might work, as well as evaluate the potential impact, and subsequently make available 
all relevant information, taking on a catalytic function.  
o The challenge that donors face is that they always operate within very limited time-frames 
(projects/programmes with a limited duration) and that they are rather risk-averse (since they 
are under pressure to show the impact of the interventions they support, they rather stick to 
interventions they have done in the past or in similar contexts).  
                                            
323 See annex 6.12 for a list of mentions by the experts interviewed on the role of donor organisations. 
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o Donors should provide subsidies, but only in very specific cases: either when issues linked to 
research and development are concerned or as corrective when something is developing too 
slow or in the wrong direction. Similarly as in the case of the public sector, finding the 
balance between active engagement in specific (sub-)sectors and value chains and shaping the 
overall business environment, is mentioned as one of the major challenges. 
o Interestingly, the representatives of donor agencies were rather critical concerning the 
facilitation of business linkages: the predominant opinion is that there are not many best/good 
practices on how to make linkages happen and/or work and that, therefore, facilitation of 
these should rather take place where linkages already exist (which is somehow linked to the 
market-based approach – as opposed to the creation/establishment of markets). 
o Another important role of donor agencies is the support to capacity development of public 
sector institutions to better respond to the needs of the private sector. 
o Facilitate the dialogue between government, donor agencies, the private sector and civil 
society, is considered a role for donor institutions since they are often perceived to be 
“neutral” or “third” parties. This is often deemed necessary since rarely all parties (especially 
when MNEs/TNCs are also involved) are equal in relation to their power, resources and 
capacity. Nevertheless, a greater closeness to government and public institutions cannot be 
avoided because of the nature of agreements between donor agencies and national 
governments, which at times can lead to conflicts of interest.  
o Support actors along a given value chain in understanding and coping with structural change 
and adjustment processes is an important function of donor agencies: this is linked to broader 
issues such as research, information provision/dissemination and capacity building.  
 
7.5.3.3 Private sector 
General comments made by the key informants interviewed in relation to the role that private 
sector organisations could take in the promotion of business linkages and value chains include: 324 
o Representation of concerns/needs/interests of the private sector, their members, in the 
dialogue with Government, donor agencies and other organisations/institutions, including from 
the private sector (i.e. MNEs), was one of the key functions mentioned. Linked to this is the 
lobbying function for the interests of their members vis-à-vis the Government. In this context, 
private sector organisations play an important role in the empowerment of their members. 
o Facilitation of networking among their members was another heavily mentioned function. This 
is interpreted as the provision of a forum where members can exchange information and 
experiences among each other. Somehow linked to this is the facilitation of business linkages, 
partnerships and cooperations, among members, but also between their members and other 
businesses (local or international). 
o Private sector organisations are seen as “natural” intermediaries/mediators who channel the 
support from the Government or donor agencies’ side to the private sector (meaning the 
                                            
324 See annex 6.13 for a list of mentions by the experts interviewed on the role of private sector organisations. 
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enterprise level), given that public and donor agencies rarely target or engage with individual 
enterprises directly. Some experts, however, were critical as to the common and large overlap 
in mandates of facilitating/intermediary institutions. They also referred critically to the 
widespread and open competition for Government and donor financing, which sometimes 
leads to “flexibly” adapting or even ignoring/abandoning their own mandates and vision, as 
well as declared target groups and members. 
o Private sector organisations play an important role when it comes to information provision and 
dissemination: they are seen as an important vehicle through which information can be 
channelled to the individual entrepreneurs (information dissemination), but are also meant to 
perform their role as information pool or reference centre to their members (information 
provision) and outsiders. 
o Broad consensus existed on the recommendation that private sector organisations should 
provide services and should charge fees for that to their members, but that they should not 
get involved in commercial activities and try to maintain a neutral position as far as possible. 
Examples given of services that private sector organisations could provide include: bulk 
purchase (of products and services), support in contract negotiation, support in the 
participation in tenders, collection of products, internal and preliminary quality assurance for 
large deliveries/contracts, display of products.  
 
In terms of engagement with lead firms, three main points were raised in the expert interviews:  
o Private sector companies are the ones that ultimately make the investments needed and take 
the related risks. This should not be underestimated within the context of a developing 
country with a low level of industrialisation. It does not only apply to large (and possibly 
multinational) companies, but also to MSMEs. 
o Lead firms should invest in building close relationships with their suppliers and viceversa. Lead 
firms could provide support services and assistance to (upgrade the production of) their 
suppliers; suppliers on the other hand should provide reliable information on their production 
capacity and any changes that might affect their operations. The literature related to (global) 
value chains argues strongly for the linkage role that lead firms play in promoting and assisting 
enterprises to engage in industrial upgrading. 
o Lead firms exercise a governance or coordinating role within a value chain and are important 
in creating and sustaining cooperation. However, as mentioned earlier, when it comes to 
knowledge transfer, a number of empirical studies show that lead firms pursue very different 
strategies, depending on external factors such as characteristics of the sectors, markets and 
institutional framework, as well as differences in corporate culture (see Altenburg 2006: 515). 
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7.5.4. Public Private Partnerships 
 
Given the nature of value chains (and business linkages underlying them), Public-Private 
Partnerships (PPP) are a key instrument used in their promotion. General comments received from 
PSD experts on the role of PPP include:325 
o The broad understanding is that PPP should be tri-partite, meaning that they should be a 
partnership between the public sector, the private sector (also including, more broadly, civil 
society) and donor agencies. The understanding is furthermore that within PPPs, there should 
be an emphasis not only on the interests of each of the partners, but also on those of the 
economy and society as a whole, serving sustainable development in general terms. In this 
sense, such tri-partite partnerships can create an additional value/benefit by combining core 
competencies and strengths of each partner, leveraging contributions and resources from all 
involved, coordinating their allocation more effectively and eventually also spreading risks. 
o In this sense, PPP are especially seen as linked to and an important vehicle for public-private 
dialogue. Once again, the provision and exchange of information through such a forum is 
believed to be key in addressing most of the challenges faced by the enterprises in a value 
chain. Especially Government and public institutions (as the ones responsible for shaping the 
enabling environment) must have effective feedback channels at the (sub-)sector and national 
levels, which take into account both economic and political factors, and they must be willing 
to adjust accordingly to this feedback. Nevertheless, what should be borne in mind is that 
joint reflection and participation does not necessarily have to culminate in joint action, which 
is often pursued as an aim by development agencies, especially when PPP are to be set up. 
o The main objectives to be served by PPP are: improvement of policy formulation, 
improvement of policy implementation, improved coordination between the public and private 
sectors, ensure public benefit and interests. In the more theoretical chapters related to PSD 
and the promotion of business linkages and value chains, but also in chapter 5 related to 
Uganda, PPPs were especially mentioned as important vehicles for implementation of 
interventions. Especially in chapter 2, mention was made of the shift at government level 
whereby policy- and decision-making power and responsibility is moved away from the state 
towards more dispersed and collaborative networks of actors: more and more, governments 
become “facilitators” and coordinators of PSD and development in general, providing an 
enabling environment and responding to the country’s needs, moving away from being mere 
service providers and regulators. 
o In terms of challenges for starting PPP, the following were mentioned: there is a tendency for 
the public and private sectors, donor agencies and civil society to work separately; the private 
sector is not organised and not in a good position to voice its concerns; the public sector is not 
accountable (or cannot be held accountable) at the moment; the roles of the different actors 
have to be clearly defined.  
                                            
325 See annex 6.14 for a list of mentions by the experts interviewed on the role of PPP. 
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o In terms of challenges for implementing PPPs, the following issues were mentioned: how to 
ensure that private sector (especially MNEs) are not subsidised with ODA funding; how to 
select the participating private sector companies and ensure that competition is not distorted; 
who is in the “driving seat”, ensures overall coordination and is able to “push” things forward; 
how does the financing work and who contributes what (in cash and/or in kind); who actually 
manages the funds made available; how to evaluate the impact of PPPs; how to ensure the 
accountability of partnerships (and, in this context, how to handle the risk of increased 
patronage and corruption);  
o Overall, PPPs were seen as a new and necessary way to bring in additional focus on private 
sector as partner in PSD (both in terms of interests and ideas as well as in terms of funding for 
PSD and development cooperation). This is in recognition of the fact that traditionally, also 
within the framework of PSD, the major partner for donor agencies is the public sector. 
Nevertheless, the capacity needed to ensure PPPs are effective and produce the desired 
impact, especially on the side of developing country governments, but also on the side of 
donor agencies, is not to be underestimated. 
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8. Summary and conclusions 
 
The concluding chapter is divided into three parts: (1) related to the overall framework for the 
integration of MSEs into value chains, namely PSD and MSME promotion, providing a reflection on 
the linkages between them, their principles and the role/importance of issues related to 
informality and upgrading; (2) implications for the relevance and applicability of the “value chain 
approach”; and (3) inputs for policies and approaches aimed at the integration of MSEs into value 
chains. The concluding chapter ends with suggestions for further research.  
 
 
8.1. PSD and MSE promotion: the framework for the integration of MSEs into 
value chains 
 
The private sector plays an essential role in sustaining economic growth and therefore contributes 
to poverty reduction in developing countries. At the same time, it is an important source of 
innovation and employment generation. Fostering PSD is a key pillar of national development 
strategies in developing countries and a key area of intervention by multilateral and bilateral 
donor agencies.  
 
More and more, the private sector is considered as a “way of doing things across sectors” (World 
Bank 2002: i). In this sense, PSD promotion has to be seen in the context of a wider debate on the 
respective roles of market and state in achieving growth and development.  
The currently valid paradigm of the Post-Washington Consensus holds that development has to be 
market-based and sees the state as provider of an enabling environment and fundamental public 
goods, with a focus on poverty reduction. One key issue, however, remains disputed in the 
context of (economic and industrial) development and development cooperation: it is related to 
the question whether the focus should be rather on direct or indirect interventions.  
Especially for states that were/are late to industrialise, the notion of “developmental states” 
comes back into mind, referring to a phenomenon largely associated with state-led macro-
economic planning in East-Asia in the late 20th century, but also applicable to the US or Europe.  
A “developmental state” is characterised by having strong state intervention, as well as extensive 
regulation and planning, but at the same time also a clear focus on developmental functions, with 
strong alliances between the state, labour and industry and a rather protectionist attitude. This 
model is interesting in the sense that it might provide a feasible compromise for late 
industrialising developing countries. It could also serve as a reference when thinking of the state’s 
role as a more complex one nowadays, whereby the state acts as regulator, facilitator and 
networker to ensure sustainable (economic and overall) development.  
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Within PSD, a key area of intervention is the promotion of MSMEs: they are the private sector and 
therefore the basis for PSD in developing countries. The literature reviewed and the empirical 
study undertaken for this study clearly shows that MSEs can be roughly classified along two 
extremes: on the one hand, the informality/formality continuum and on the other hand the 
survivalist/opportunity-oriented continuum: where MSEs are located implies different motivations 
and dynamics behind their owners/managers and has consequences for the linkages they engage in 
with other enterprises, as well as for their integration (or, negatively, their marginalisation) into 
value chains and markets.  
PSD and MSME promotion have common theoretical roots and similar overall approaches. In 
chapters 2 and 3, the assumptions, objectives, key principles and logic of intervention in PSD and 
MSME promotion have been described respectively. As a summary of key points raised across the 
study, although mainly in chapters 2 and 3, the following are mentioned: 
o the consensus among scholars and development practitioners is clearly moving into the 
direction of focusing on market-based and demand-oriented interventions for sustainability 
reasons. Nevertheless, it is somewhat unclear where the overlap between market 
development and PSD is, especially in the context of states characterised by (extremely) low 
levels of industrialisation. Reference is made here to Altenburg who cautions that 
development agencies should not get involved in “engineering of markets” (Altenburg 2007);  
o a challenge remaining is related to the question of how to effectively take MSEs into account 
and how to build on them for achieving overall industrial and economic development. 
Especially in the African context they represent the vast majority of the private sector, 
particularly if also including smallholder farmers in the definition, but a large proportion of 
them is rather subsistence-oriented and operating in a continuum of complete informality and 
formality. Also the question on what is the optimal mix between large and small enterprises in 
a given economy arises when talking of the promotion of MSMEs;  
o the implementation of PSD programmes within development cooperation is usually done more 
through public institutions than through the private sector itself. Nevertheless, in recent years 
a shift is noticeable towards using the instrument of PPP as a way of including the private 
sector (including large multinational/international businesses) more prominently in the work, 
also in terms of co-financing interventions. In this sense, the value chain approach is a 
renewal in a certain way because the partnership with the private sector (and deliberately 
also with larger and even multi-national companies) is explicitly put forward as priority; 
o as mentioned before, the role of Government becomes key in terms of facilitator, regulator 
and networker, with a clear need to strengthen the capacities of Government 
agencies/institutions to fulfil their more complex role in a fast-moving and globalised world;  
o a good balance between interventions at the micro-, meso- and macro-levels is needed, which 
goes back to the point of striking a balance between direct and indirect interventions and the 
importance of trickle-down effects, as well as that of strengthening the capacities of local 
public and private sector institutions;  
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o an important remaining challenge is the translation of existing good/comprehensive policies 
and strategies into action, whereby the (measurement of) impact on the ground is key, both 
for learning and accountability purposes.  
 
Inclusive economic development means the (increased/improved) integration of MSEs in value-
adding processes of the formal economy based on division of labour. In this context, the 
promotion of business linkages between enterprises of different sizes and/or sectors of an 
economy becomes a key intervention area within PSD (and MSME) promotion and also forms the 
basis for the integration of MSEs into value chains and a country’s wider economy.  
Promoting MSMEs requires high inter-firm relationships that make individual firms less susceptible 
to risk and fosters mutual exchange of information and knowledge between firms, creating room 
for learning, innovation and upgrading. Inter-firm cooperation is important for provision of 
technological advisory services by government (e.g. quality assurance, research support, and 
information), as well as for the provision of embedded services along the value chain. Networking 
and cooperation can bring many benefits including increased output and employment in linked 
enterprises, diffusing knowledge and skills among enterprises, linking MSMEs to the formal sector, 
increasing commercial transactions between large domestic firms and/or multinationals and 
MSMEs, improving the ability of members to get finance on commercial terms, and increasing the 
choice and lowering the prices for poor consumers by bringing a greater variety of goods to 
market. (The facilitation of) Working business linkages must focus on a commitment to build and 
nurture long-term relationships. 
 
In the context of this study, the integration into value chains was defined rather simplistically in the 
sense of the (backward/forward, horizontal/vertical and cooperative) linkages that MSEs are 
engaged in, irrespective of the size of the enterprises involved and the sector they belong to. Taking 
micro-enterprises (defined as employing up to 10 people) from two manufacturing subsectors 
(namely the wood sector and food processing) as a basis, backward linkages were analysed in terms 
of sourcing of inputs (raw materials, unfinished and finished products, as well as services) and 
supply of finance, forward linkages in terms of distribution of outputs (raw materials, unfinished and 
finished products, as well as services) and provision of credit to customers, horizontal linkages in 
terms of co-entrepreneurship arrangements and entrepreneur/business associations, and 
cooperation among enterprises of different sizes and sectors in terms of consciously pursued 
collaborative and joint action.  
 
Related catchwords that come into mind when talking about the participation or integration into 
value chains (and markets in the broader sense) are: marginalisation, inclusion-exclusion, 
linkages, cooperation, networks, and embeddedness. All of these were referred to along different 
chapters of the study, based on the results of the literature survey in chapters 2, 3 and 4, as well 
as based on the findings from the MSE survey and expert interviews conducted in chapter 7. 
Integration into value chains should lead to MSMEs become suppliers for locally, nationally, 
internationally and/or globally operating enterprises. The main idea behind this view is 
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competitiveness: an enterprise will only be successful if the services/products it produces are 
demanded by other businesses and consumers along the chain. Key questions that arise within the 
context of PSD and MSME promotion are the following: 
o How do you measure successful integration into value chains and markets? What are criteria 
and indicators? 
o Is there a difference between formal and informal markets in terms of integration into them? 
o What comes first: development of business linkages or development of the economy in general? 
And, connected to this, is the aim to create something new or to build on something existent? 
o How can the process of (enhanced) integration into value chains and markets be shaped 
without conducting interventions that are not market-based? What is the best balance 
between direct and indirect interventions? 
 
In the context of countries with low levels of industrialisation, and particularly in the African 
context, the so-called informal economy plays a key role. The distinction of the informal economy 
into a progressive and dynamic subsector on the one hand and a stagnant, traditional and low-
income subsector on the other hand is not new and perhaps a way to reach some consensus as to 
the role it plays in a country’s economic development. The literature shows that a key 
determinant for the growth of enterprises operating in the informal economy is the degree of 
integration with the formal sector, but also the degree to which linkages exist within the informal 
economy: the higher these are, the higher the growth potential.  
The distinction between de jure and de facto formalisation was introduced on a theoretical basis 
in chapter 3 and discussed further in chapter 7 when presenting the findings of the empirical 
study. Both from the literature review and the empirical study it became evident that BDS, 
particularly if provided in the form of embedded services within value chain relationships, are key 
to strengthen local business linkages and, therefore, to facilitate the integration of the informal 
economy into the broader and formal economy.  
 
The promotion of business linkages, the development of value chains and, ultimately, PSD, is very 
much a reflection of economic and industrial development in capitalistic systems. Against this 
background, the question arises as to how much entrepreneurship can be expected given the 
constraints in developing countries, as well as whether a subsistence-oriented business is 
necessarily negative given the lack of employment opportunities. Also, on a more philosophical 
note, the question arises as to whether such frameworks are at all applicable to, for instance, the 
African context, where traditional (economic) institutions and practices are being confronted with 
capitalist systems and globalisation.  
 
MSEs often operate in unstable marginal markets that large enterprises do not find worth serving. 
In order to survive, they operate in a social space with many strings attached: these strings offer a 
certain guarantee against the instability of the markets, but also act as constraints that may 
actually increase instability and hamper their growth and development. The way in which the 
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entrepreneurs handle these social strings is decisive for their ability to create jobs and income for 
themselves and for others (see Alila/Pedersen 2001 for a discussion of several case studies). There 
was a broad consensus among the experts interviewed in Uganda that common dominant mindsets 
need to be broken if economic and industrial development are to be achieved. However, MSEs 
have their own histories and cultures. They are located in particular path dependencies which 
condition the mindsets of their managers/owners and workers. Changing the predominant business 
culture and practices in a country or society is surely a long-term and dynamic process and should 
be initiated from within. 
 
 
8.2. Implications for the relevance and applicability of the “value chain 
approach” 
 
A value chain encompasses a full range of products and services to bring a product or service from 
its conception to sale in its final markets (whether local, national, regional or global), including 
suppliers, producers, processors and buyers, supported by a range of technical, business and 
financial services providers, as well as the enabling environment for the chain. 
 
The global value chain approach does not focus on micro-level factors that contribute to growth: 
it places greater emphasis on global links and governance issues related to them than on the 
internal development of a particular country. The application of value chain analysis to micro-
enterprises invariably implies looking at “shorter” value chains, both in the sense of business 
linkages and in the geographical sense. On the one hand, this is due to the fact that 
industrialisation levels are low (and, therefore, the levels of specialisation and inter-firm linkages 
are low) and on the other hand, due to the area of operation of such micro-enterprises rarely 
extending beyond their immediate locality.  
 
Over the last decade, value chain promotion has become a field of great interest for bilateral and 
multilateral donor agencies, as well as NGOs. The so-called “value chain approach” is appreciated 
because it provides a framework for market-based interventions, including the provision of 
embedded services, focusing on competitiveness and putting emphasis on adding value at each 
step of the chain. Most of the times, however, the value chain approach is applied with a view to 
export promotion. Only slowly is it being applied to analyse local markets and as a basis for the 
promotion of economic development at the local level.  
 
The most important points arising from the literature review and the empirical study in relation to 
the so-called “value chain approach” are summarised in the following: 
o value chains reflect the reality in the private sector and the analysis of these is therefore a 
useful as tool, also as a participatory instrument, when entrepreneurs and other actors along 
the chain are included in the study of the chains they are engaged in; 
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o practitioners easily see/make the link between value chains and other “classical” fields of 
intervention in PSD like BDS, skills training, upgrading (in terms of quality, production 
methods, technology), and LED, among others. There is still some confusion, though, over 
what value chain programmes are and in how far they are different from other more 
traditional forms of PSD support: many agencies include all kinds of instruments and 
approaches in the “package” of the value chain approach – this leads some experts to question 
whether the value chain approach is at all an integrated approach that can provide the 
framework for systemic interventions (and, therefore, changes) rather than just becoming a 
hollow phrase because actually it is nothing new and simply subsumes already known 
approaches and instruments. An important conclusion/realisation is that no single approach in 
PSD is comprehensive and also that the different approaches are not mutually exclusive. It is 
important, however, to understand what each approach can deliver and what it cannot 
deliver. A strong combination is that of LED and value chain analysis, with LED providing a 
strong model for multi-stakeholder dialogue, partnerships and joint actions at the local level 
and the value chain analysis providing a thorough understanding of market dynamics and 
underlying power/governance issues; 
o applying the value chain approach to MSMEs in the context of countries characterised by low 
levels of industrialisation means looking at short or hardly developed value chains. The 
challenge remains to find ways in which to apply the value chain approach in situations where 
value addition takes place, but chains are hardly (or not at all) developed;  
o in principle, the value chain approach lends itself as conceptual framework and can provide a 
framework for an “integrated approach” to MSME promotion and PSD. A clear challenge in this 
respect is not to get lost in too many small-scale and scattered interventions at the micro-
level, but also to focus on interventions at the meso- and macro-levels within the 
framework/context of a given value chain; 
o the objectives of value chain programmes are multiple and partly contradictory: they reach 
from employment creation to competitiveness to poverty reduction. Many development 
agencies apply the value chain approach in the sense of empowering smallholder farmers or 
small-scale enterprises, encouraging them to add value within their enterprises and at their 
level, often not “valuing” the roles and contributions of other actors along the whole value 
chain. Without doubt, it is here that a stand (often “moral” in nature) has to be taken as to 
which actors along the value chain are to be supported as change agents to achieve the 
greatest leverage. Although it cannot be generalised, but rather has to be analysed in each 
specific case, it might often occur that MSEs, smallholder farmers and the poor only benefit 
indirectly from interventions to develop value chains and that the best points of entry for 
interventions lie with other (maybe more powerful) actors within a given value chain. This 
leads to a very basic question that needs to be answered by Governments and donor agencies 
supporting value chain and PSD programmes, namely who to target: the winners or high 
performers or disadvantaged individuals or groups; 
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o the challenge is to overcome the contradiction or find a balance between value chain 
management as business management tool (although in that case maybe supply chain 
management might be more useful) and pro-poor upgrading of value chains as a development 
concept: because of the fact that these two connotations are not clearly separated in the value 
chain approach, it is not clear which level is meant and practitioners often struggle with finding 
the right balance between firm-level interventions and meso/macro-level interventions, direct 
and indirect interventions, market-shaping or -engineering vs. market-based interventions. 
Again, it leads back to the discussion of developmental states and the need or potential for a 
hand-holding approach by public institutions. In this context, probably two extremes can be 
identified: one extreme is to see the value chain approach as a powerful analysis tool (and up to 
this point, a lot of material exists related to the mapping of value chains) and the other extreme 
is to see the value chain approach as an integrated approach or framework that combines all 
kinds of different “classical” or more traditional approaches in PSD; 
o using the value chain approach necessarily means that the focus of interventions will lie on 
competitiveness: competitiveness can be analysed and influenced at the level of the individual 
firms in different stages of the value chain, at the level of the whole chain, benchmarking 
helps in confirming progress, upgrading paths can be identified/defined. The questions that 
arise within the development cooperation context is how development agencies can 
contribute to this without distorting markets and whether there is a contradiction between 
the focus on competitiveness on the one hand and poverty reduction on the other hand or 
between competitiveness and employment creation. 
 
Within the framework of MSME promotion, value chain programmes aim at the integration of 
MSMEs into value chains in an enhanced way. The underlying assumption is that they are not 
integrated or (and this is more fitting reality) that they are adversely integrated. There seem to 
be no instruments yet to assess whether programmes should be targeted at continuing 
participation in value chains or opting out (i.e. accessing alternative markets), taking into account 
that the ultimate purpose should be value chain participation in such a way that it increases 
rewards and/or reduces risk from the point of view of the target group.  
Considering that micro-enterprises are usually linked to poorer segments of societies and given the 
poverty orientation of development cooperation, the following insights were gained in relation to 
the application of the value chain approach: value chains presuppose market orientation; market 
orientation means that a business is (or has to be) competitive in order to be and survive on the 
market; being competitive over time (i.e. staying in business and earning an income from it) 
means the entrepreneur has a minimum set of skills and level of knowledge/know-how; by 
definition this means that the poorest and weakest will be adversely integrated into value chains: 
both as MSEs or workers most likely, especially in the context of global value chains. In terms of 
the link between the value chain approach and poverty reduction, the question arises whether it 
is legitimate to support those that are relatively well-off, but also of whether there is an 
alternative and it is simply a matter of time that the majority of the more subsistence-oriented 
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MSEs evolve. Earlier and related approaches such as Global Commodity Chains and the filière 
approach specifically advocated for changes in international/global trade rules and practices for 
the benefit of lower income groups (of individuals or businesses) and countries; especially the 
Global Commodity Chains approach defines a more explicit macro poverty focus on value chain 
analysis (see de Ruijter et al. 2006: 5-6). Extensive value chain analysis can show where the poor 
are located within a value chain and how their position can be improved: this can be an approach 
for understanding the more micro aspects of poverty (reduction) better, also of different groups 
of poor (in terms of workers and employees, self-employed and micro- or small-scale 
entrepreneurs, as well as consumers. In this respect, one of the most important roles that 
development aid has to play lies in the assistance of traditional enterprises to cope with the 
process of structural change and in the assistance of modern enterprises to serve international 
markets (see Hellpapp 2003 and Stamm 2006). 
 
 
8.3. Inputs for policies and approaches aimed at promoting the integration 
of MSEs into value chains 
 
In chapters 4 and 7, key issues related to the promotion of value chains in general and, more 
specifically, the integration of MSEs into value chains, were tackled. In the following, the most 
important points emerging will be summarised as issues to be considered when pursuing the 
integration of MSEs into value chains. 
 
Partnerships and cooperation 
Value chains are essentially about business linkages and the governance issues related to these 
relationships. The need to “cooperate to compete”, to learn from each other and face (national, 
regional and international) challenges, is obvious and was widely mentioned by people 
interviewed in the field, but from the empirical survey undertaken it can be seen that there is a 
lot of fear of doing so. MSEs are usually risk-averse and cooperation is risky, especially in low-trust 
environments with few developed/effective support structures, the kind of environment most 
MSEs seem to be working in.  
Crisis seems to be an important incentive and pre-requisite for starting cooperation with other 
businesses: many of the MSEs who cooperated with others did so out of the consideration that 
they might go out of business if they did not start doing things differently. They realised that a 
stand-alone or go-alone strategy would not get them far and is unlikely to work in the long run 
and that more could actually be gained by working and learning together with others in a similar 
situation. 
Trust is critical for the functioning of business relationships/linkages, both when it comes to 
setting them up as well as to maintaining their continuation. Trust is created by concrete 
activities demonstrating clear benefits of cooperation. Reaping tangible and relatively immediate 
benefits can quickly create credibility and break down barriers of mistrust. However, without 
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sustained real improvements that are felt by all actors along the value chain, the incentive to 
maintain on-going participation in value chain programmes declines rapidly.  
One important incentive in generating and sustaining interest in cooperation along the value chain 
is the potential of collective action and organisation: by becoming organised as (sub-)sector, the 
interests of members can be communicated more effectively and efficiently vis-à-vis the 
Government or lead firms for instance.  
A common attitude or understanding among practitioners targeting smallholder farmers or MSEs is 
that commercial actors and service providers along a value chain are objectionable: this is a 
widely spread prejudice, which is not compatible with the basic idea of a value chain. It should be 
assumed that in principle all actors are willing and can be motivated and supported to improve 
their practices in the interest of the whole (sub-)sector. 
Information flows, knowledge and experience sharing and exchange can create and solidify 
cooperation. This goes beyond simply lowering the transaction costs of information for each 
member in the value chain, but actually contributes to building and maintaining trust and 
relationships. Quantification is a crucial part of information and knowledge sharing: actors along 
the value chain (and especially the facilitator) have to be able to identify where a change needs 
to occur, quantify the extent to which something needs to change, as well as the benefits that it 
will bring. The challenge here is to develop appropriate instruments to measure the impact of 
interventions along the value chain. 
 
Challenges in the promotion of business linkages and value chains 
Blueprints do not exist and facilitators, service providers and donors need to be aware that there 
is no template for running a value chain or a network of firms. They need to be flexible to adapt 
to an evolutionary process within complex systems. The challenge is to understand and to find 
appropriate answers to the fact that all the factors influencing the competitiveness of a value 
chain and its actors at different stages of the chain are not static, but evolve over time and that 
they are even co-dependent on each other. To start with a comprehensive or thorough value chain 
analysis to get a good insight into the linkages between public policies and industry or firm level 
performance, as well as to determine who are the stakeholders involved and how and where they 
impact the value chain, seems to be a consensus among scholars and practitioners. Also the 
importance of having a third party as “neutral” facilitator is always mentioned, which again has a 
relatively static element to it. On the other hand, the fact that value chain promotion is and has 
to follow a market-driven approach is highlighted, which automatically means that it will be a 
dynamic and ever-changing process. The challenge is how to best address the contrast between 
stability vs. flexibility and market orientation, as well as how to strike a balance between 
extensive analysis and planning (often done in a participatory way and with the aim of arriving at 
joint intervention and implementation strategies) and dealing with a dynamic and uncertain 
environment in which individual stakeholders act according to their own competencies and 
interests (which is normal business practice).  
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Ownership and a firm-based structure is key in sustaining a cluster or value chain: it is critical that 
the firms take ownership at some point and the intermediary agent or facilitator steps away from 
being the central focus of the network. Enormous power is always concentrated on the facilitator. 
Involvement of all relevant actors along the value chain, especially of the various enterprises, in 
practical activities, pilot projects, technical teams and steering committees can be the basis for 
the transfer of control and power to a governance structure rooted in the firms themselves. 
Practically oriented activities focusing on selective incentives and definite benefits with scaleable 
and achievable targets are crucial in creating trust and, ultimately, sustainability. It has to be 
made clear from the start that building the competitiveness of an entire value chain cannot be 
done through one-off activities or one big jump, but only through a series of linked (and maybe 
perceived as rather small) improvements. 
When promoting value chains, various trade-offs and conflicts of interests need to be dealt with, 
which is a special challenge for Government and donor agencies involved (see Altenburg 2006, p. 
508-509, 516-518, for more details), such as in the case of: the need to exploit economies of scale 
on the one hand and include small-scale producers as far as possible; the need for cost reduction 
on one hand and the aim of increasing the profits and wages of local stakeholders on the other 
hand; maximising the incomes of local producers, accompanied by the will to keep domestic 
consumer prices low; trade and investment liberalisation as drivers of competition and innovation 
and the need to protect less efficient producer groups. This suggests that there are no simple 
causal relationships between targeted policy interventions and impacts, but that any intervention 
in such complex systems as value chains will necessarily have unintended or even undesired side-
effects. Once more it is mentioned that a key challenge (and even inherent contradiction of donor 
agencies applying the “value chain approach”) is how to best strike a balance between market-
oriented interventions and the “engineering” of markets and value chains to best fit the situation 
of a certain target group.  
In relation to measuring the impact of value chain promotion programmes on poverty reduction, a 
key challenge yet to be tackled is the development of simple and workable tools that could 
measure the impact on informal enterprises that are largely “invisible” and on the poor that are 
not only producers, but also consumers and workers within a given chain.  
 
Upgrading and learning 
Producers and MSMEs in developing countries, especially when targeted by interventions within 
the framework of development cooperation, are expected to meet requirements that often do not 
(yet) apply to their domestic markets: this creates a gap between the capabilities required for the 
domestic market and those required for the export market (see Humphrey/Schmitz 2002). 
The need to upgrade onto a trajectory of international competitiveness seems to be obvious to all, 
MSEs, SMEs, large local enterprises, representatives from the local Government and donor agencies, 
just to name a few, but the capacity and ability to do so is often very limited. It is therefore key to 
build the capacity of value chain actors to introduce and manage changes in this regard. 
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Process and product upgrading seem to be an important pre-condition to enable micro-enterprises 
to specialise on certain products or functions. This specialisation is, in turn, an important pre-
condition for the development of business linkages with other enterprises. From the literature 
reviewed and the empirical study undertaken in Uganda, it emerged, however, that the 
relationship can also be the other way round: business linkages and market development are a 
pre-condition to achieve process and product upgrading.  
Linked to the process of upgrading is the transmission of information and knowledge transfer 
among business partners. This can be done through three main learning mechanisms: targeted and 
deliberate partner promotion and knowledge transfer, unplanned and unintended knowledge 
spillover from lead firms, as well as demonstration effects. Lead firms are unlikely to incur costs 
of capacity development of business partners unless this is indispensable. It is here that 
intervention by facilitators and external support becomes key: through the promotion of 
embedded services, support to MSEs can be extended in the form of knowledge transfer which 
might lead to innovation and upgrading. This is often cited as a key advantage of the value chain 
approach, both in terms of sustainability as well as cost-effectiveness, by practitioners seeking to 
upgrade the capacities of MSEs. 
A challenge that has to be mastered in the context of development cooperation and where 
probably more research is needed is to find out what kind of internal and external innovations 
agencies should support for optimal economic development of MSEs and other actors along the 
chain, especially given the fact that most of the times multi-faceted innovations in products, 
marketing and management are needed simultaneously.  
An interesting aspect of the issue of upgrading is that if it is understood in a broader way, it would 
also encompass the possibility of downgrading and, in the extreme case, even of opting out of being 
engaged in a certain value chain. It has been shown throughout the study that MSEs do weigh the 
risks and rewards of up- or downgrading and exit along value chains carefully against each other, 
based on their experiences and knowledge gained through engagement in business linkages. 
 
Upgrading and formalisation 
The MSE survey has clearly shown that there is nothing like a divide between formal and informal 
enterprises, but that, especially if considering the difference between de jure and de facto 
formalisation, there is a continuum along which MSEs are positioned. It has also become clear that 
their position within this continuum is not static, but changes according to the rewards and risks 
associated with the various options in terms of possible business strategies.   
The relationship between formalisation and upgrading becomes apparent when looking into the 
different determinants of de facto formalisation. These are shown in chapter 7 as a result of the 
empirical study. Increased formality means increased internal organisation (largely mirrored by 
process upgrading) and increased engagement in business linkages of various types, leading to 
increased visibility of enterprises and, in the medium to longer term, increased formalisation in 
the de jure sense, increased performance/growth (linked to all types of upgrading), as well as 
increased business orientation/mindedness of entrepreneurs. All these dimensions are related to 
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each other, creating a mutually reinforcing process of upgrading and formalisation (but also of 
downgrading and informalisation, if the entrepreneurs decide that that provides the ideal mix for 
them in terms of risks and rewards). This means that there is no clear answer as to whether the 
legalisation of MSEs should necessarily take place as an unavoidable precondition to develop 
business linkages with other (especially bigger) enterprises or whether it can take place later, 
possibly as a consequence of upgrading and business linkages established. Flexibility is needed in 
terms of thinking and approaches, which is a challenge especially for public and Government 
institutions as well as donor agencies, given the fact that neither upgrading nor formalisation are 
unidirectional processes and that downgrading and informalisation are also feasible and rational 
choices of business strategies and decisions taken by micro-entrepreneurs. 
 
Marginalisation and exclusion vs. integration and participation 
The aim of M4P and pro-poor value chain promotion is to incorporate the poor in the mainstream 
economy, rather than perpetuating exclusion, dependency, marginalisation and vulnerability. 
These approaches are based on the belief that it is necessary to understand how (indigenous) 
market systems and mechanisms work in order to avoid interventions that create or cement 
distortions and promote local incentives and ownership. It is here that the value chain approach 
can make a major contribution, especially when looking at the poor as being engaged in value 
chains not only as producers/processors, but also as employees and consumers, as well as taking 
issues related to governance, allocation of risks and entry barriers along the value chain into 
account. However, once more, the challenge is to go beyond the analysis and planning phase and 
actually arrive at “how to” intervene to shape processes of upgrading and formalisation that lead 
to integration/inclusion and, ultimately, poverty reduction. This is true especially when 
considering that nowadays it is not so much a question of integration vs. exclusion, but more of 
how the integration looks like in terms of its quality and in terms of offering the “best deal” and 
“best fit” for individuals related to risks and rewards, also leaving the possibility open for 
changing one’s position within a value chain (i.e. becoming a worker in one lead firm rather than 
being a micro-entrepreneur) or opting out of the value chain completely.  
 
Roles of different actors within a value chain 
The literature related to (global) value chains argues strongly for the linkage role that lead firms 
play in promoting and assisting enterprises to engage in industrial upgrading. But still, even after 
several decades of interventions pursuing this aim in the context of development cooperation, 
there seems to be little knowledge on how vertical and horizontal linkages can be purposively 
created when they are either not there or highly underdeveloped. This is also a general impression 
gained from the experts interviewed in the field. Lead firms exercising a governance or 
coordinating role within a value chain are furthermore important in creating and sustaining 
cooperation. However, as mentioned above, when it comes to knowledge transfer, a number of 
empirical studies show that lead firms pursue very different strategies, depending on external 
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factors such as characteristics of the sectors, markets and institutional framework, as well as 
differences in corporate culture (see Altenburg 2006, p.515).  
Private sector organisations play an important role in relation to the representation of 
concerns/needs/interests of their members, facilitation of networking among their members and 
between these and other businesses, information provision and dissemination, as well as serving 
as intermediaries who channel support from Government or donor agencies to the private sector. 
The main role the Government can play is a facilitating role through provision of financial and 
institutional support. Particularly in the early stages of value chain promotion, when enterprises 
and other relevant actors might still be hesitant about the benefits of cooperation and 
participation in the activities, Government backing can play an important psychological and legal 
role. However, Government also has its own agenda, so that support can also merely be meant to 
fulfil a certain political agenda. 
Donor agencies can play a facilitating role, together with relevant Government institutions, mainly 
to intervene to tackle market imperfections. Also, donor agencies can make embedded services 
more visible and support the enhancement of embedded services within value chains. The access 
to affordable and reliable market information is key for actors along a value chain: donors can 
play an important role in supporting the generation and exchange of locally relevant information, 
as well as the documentation of case studies from which lessons learnt can be drawn for future 
replication or adaptation. Somehow linked to this is the development and diffusion of simple 
instruments, methodologies and tools that can be applied by all stakeholders to assess the 
benefits and the impact of changes taking place along the value chain. Overall, donors can play a 
key role in building the capacity of the different relevant stakeholders to deal with structural 
adjustment processes and changes, as well as to deal more effectively with a dynamic and 
uncertain (business) environment. 
Neutral (vis-à-vis the members of the value chain) external facilitators or intermediaries with real 
knowledge of the (sub-)sector can be key in overcoming internal conflicts, jealousies and mistrust. 
It could be their role to act as neutral brokers, mediate cooperations and draw together disparate 
interests. At the same time, being and remaining neutral is a big challenge, since the facilitator 
also has to ensure that the drivers of the value chain remain on board. Also the political economy 
of value chains needs to be understood, together with the underlying power constellations and 
conflicts of interest (see Altenburg 2006: 517). The available actors along a value chain can be 
supported in developing better practices and behaviour, which is the basis for transparent 
partnerships and cooperations.  
A key aspect in this respect is the predictability/commitment of external support programmes, 
especially given the fact that changes in value chains (in terms of upgrading and poverty 
reduction) require medium- to long-term interventions. The credibility of Government and public 
institutions and donor agencies is challenged by the need to provide stability in terms of 
financing, content, procedures and form on the one hand, produce short-term successes to 
demonstrate feasible interventions paths and create interest/motivation of actors along the value 
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chain to cooperate with each other, but remain flexible and market-oriented on the other hand to 
ensure adaptability/reaction to ever-changing market conditions.  
 
Public Private Partnerships as instruments of concerted action 
Public Private Partnerships (PPPs) understood as tri-partite partnerships involving the public 
sector, the private sector (including civil society) and donor agencies are important vehicles in the 
age of globalisation to leverage contributions and resources of all actors involved, coordinating 
their allocation more efficiently and eventually also spreading the risks. PPPs are fully compatible 
with the value chain approach and in fact fit in very well in the framework of improved business 
linkages, upgrading, learning and cooperation.  
PPPs are seen as a new and necessary way of bringing in the private sector more strongly in 
interventions related to value chain promotion specifically and PSD in more general terms by 
experts and practitioners interviewed. The question remaining, which can probably only be 
answered on a case-by-case basis is how to operationalise such PPPs in such a way that: 
development objectives (like poverty reduction) are met, the informal economy is included or 
benefits as well, the private sector (especially MNEs) is not subsidised via ODA funds, markets are 
not distorted and all actors can be held accountable to the objectives and impact to be produced. 
It also has to be borne in mind that joint reflection and participation does not necessarily have to 
culminate in joint action, which is often pursued as an aim by development agencies when PPPs 
are to be set up or when value chain programmes are planned.  
A key challenge again, as already mentioned beforehand specifically in relation to the promotion 
of value chains and business linkages, is to identify who is the driver of the process. It is clear 
from experiences on cluster and network promotion, as well as LED, that a facilitator is needed to 
drive such processes of tri-partite cooperation and public-private dialogue. It is questionable 
whether donor agencies are in the position to act as “neutral brokers”, an argument often put 
forward (by themselves) for justifying their interventions. However, for sustainability reasons, it is 
key to decide at an early stage of interventions in value chain programmes, who could be or 
develop into a credible facilitator and how to integrate that facilitator in the system without 
creating market distortions and interventions that are not market-based or demand-oriented.  
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8.4. Suggestions for further research 
 
While views of scholars and practitioners may still differ as to whether the “value chain approach” 
is something new or whether it is “simply” a framework under which different instruments used in 
PSD and MSME promotion are combined, the relevance of the “value chain approach” for achieving 
economic and industrial development cannot be questioned. However, there are a number of both 
conceptual and operational issues that seem unresolved, at times leaving practitioners with 
serious difficulties when it comes to designing and implementing support programmes within the 
value chain framework. Some remaining open questions and ideas for further research were 
already mentioned along the previous sections of the current chapter; suggestions include: 
o impact measurement of interventions along value chains, especially related to the definition 
of suitable indicators/proxies that picture and measure the (intended and unintended, direct 
and indirect, qualitative and quantitative) impact of interventions within value chains and in 
relation to all actors involved (be they producers/processors, traders, consumers, workers, or 
supporting institutions) as well as the relationships between them; 
o models to engage the informal economy in PPPs and value chain promotion, as well as models 
to measure the impact of PSD and MSME promotion activities on the informal economy, 
especially given the fact that neither formalisation or upgrading are unidirectional; 
o the consequences of understanding upgrading in a broader sense as finding the strategy that 
best fits the situation of a business and an entrepreneur, including the possibility of 
downgrading and exiting a value chain, for PSD interventions by Governments and donor 
agencies; this could include the design of tools to assess the feasibility and consequences of 
continuous participation, downgrading and exiting a value chain for individual actors; 
o the political economic analysis of value chains and value chain promotion programmes, 
tackling issues of conflict sensitivity and management, as well as different forms of 
coordination and cooperation; this could include research into the role of the state in 
promoting economic and industrial development (reference is made to the concept of 
developmental states) and the use of strategic subsidies and investments; it could also include 
research into how to best balance social, environmental and economic objectives through 
value chain programmes and/or PPPs. 
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Annex 1: Map of the Republic of Uganda 
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Annex 2: Questionnaire for micro- and small-scale entrepreneurs  
               (English and Luganda) 
 
1. Information on entrepreneur 
1. Sex:  Male / Mwami  Female / mukyala  
2. Age:   
3. Marital status: (A)  Single / Ndinzeka 
 Married / Ndimufumbo 
 Separated / Divorced – Twayawukana  
 Widowed / Ndisemwandu / ndinamwandu 
(B) Children?    no / nedda 
 
                   yee → bameka?  
4. Obutuuze 
Origin:   
(A) Wakulira wano wokolera? / Did you grow up in the same place?    no        yes 
(B) Oba nedda wakulira wa? / If not, where did you grow up?  
(C) Omazewano bangaki? / Years in location at start-up: 
(D) Oli wa gwangaki? / Ethnicity 
5. Parents:  (A) Abazaade basomako?  
Did your parents receive school education? 
Taata / Father:      no      yes 
Maama / Mother:   no      yes 
(B) Abazaade bobalina milimuki? 
What jobs do your parents have?  
Taata / Father:  
Maama / Mother:  
6. Education:  (A) Wakoma mukininaki?  
Which level of education do you have? 
 
 Sagendako munibina / no formal education 
 Mupulayimare / primary school 
 Mu O level 
 Mu A level 
 Mumatendekelo agawagulu / higher 
education 
(B) Wali otendekedwako mumirimu egyemikono? 
Have you received a technical formation? 
no    
 yes 
7. 
Entrepreneurial 
skills – 
experience  
(A) Bumanyirivu kimumilimu jewali okozeko? / Previous work experience 
(B) Guno gwemulimu gwosose okudukanya? 
Is the first enterprise you run?  
 no → emeka? / how many before? 
 yes 
8. Input of labour 
force 
(A) Okola esaawa meka olunaku? / How many hours per day do you work? 
(B) Biki bye wenyigilamu mumilimugyo? / Which tasks do you perform in your enterprise? 
(C) Olina omulimu omulala? 
Do you have another occupation?  
 no  
 yes → mulimuki? / which?  
9. Olimu kibiina? / Are you part of an association or organisation?  no → lwaki? / why? 
 yes → kibiinaki? / which?  
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2. Watandika otya? / Start-up and establishment of micro-enterprises 
1. Motivation  (A) Lwaki wasalaw’o kwekolera ebibyo? / Why did you decide to become an entrepreneur?  
 
(B) Gw’eyatandika bizinensi eno? 
Did you start up the enterprise? 
  no                     yes  
If not:  inherited / family business – Nagisikira /   
               yawaka  
           bought / nagigula  
           group business 
           other / ebiala:  
(C) Obwananyini / Ownership 
structure:  
 Kinomu  / sole proprietor  
 Twegata  / partnership  
 Kyawaka /nakisikira – family owned / inherited  
(D) Kyolubirira okukola mumaso? / Ambitions for future 
 
Byewetegese okukola / Ambitions for the future  
 Ebyokola ebipya / introduce new products 
 Bizinenis oku gigaziya / grow in size 
 Okusigala ngabweri / maintain same size 
 Okukendeza kubunene / reduce size of enterprise 
 Ebirala / other:  
2. Watandikadi bizinensi yo? / When did you start up the enterprise? 
3. Branch / 
sector 
(A) Which branch / sector are you in?        embawo / wood          emmere / food 
(B) Specify activity / Byokola  -  products / Ebintu ebivamu  
 
4. Location  (A) Type of location  permanent structure (i.e. building) 
 temporary structure (i.e. shack) 
 open space  
(B) Osangibwawa?  
Where is your enterprise located? 
 
 
 Ku lugudo lwenyini / on main road 
 Kumabali golugudo / on side road 
 Mukatale / in established market  
 Eka / at home 
 Awala / other: 
(C) Lwaki walondawo ekifo kino? / Why did you choose this location? 
 
(D) Wali okyusizeko e ki fo wokolara? / Did the 
location of your enterprise change over time? 
 no  
 yes → otya? / how? 
(E) Wagulawo ekifo ekilala? / Did you open any 
further plants/establishments? 
 no 
 yes → how many and where? 
5. Legal status (A) Wawandisa bizinensi yo? 
Is your enterprise registered?  
 no → waki? / why ?  
 yes 
(B) Oba ye / If yes: 
bizinensiyokika ki?  
Legal form/type of 
company 
 Cbo        / kyabantu bomukitundu  
 Cooperative /  ebibina  ebyegatide awamu  
 Company ltd by shares/ kampuni yobusubuzi  
 Partnership / otwegatira awamu mumateka  
 Sole entrepreneur  /okolaegiyo naye ngawewa ndisa  
 Company ltd guarrant  /mukola milimuja kwekulakulanya 
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 (C) Do you have a license?   no → lwaki? / why?  
 yes  →    individual license             group license 
 (D) Osasula omusolo?  
Do you pay taxes?  
 no → why?    
 yes → which? 
 
 registration fees / Ogwokuwandisibwa 
 graduated tax 
 mpoza 
 income or profit tax / Ogwoku magoba 
 land tax / Ogwetaka 
 VAT / Ogwabintu ebikolebwa 
6. Start-up 
finance 
(A) Wali wetaga sente meka okutandika bizinensi yo?  
How much money did you need to start up your business? 
 
(B) Sente ezo 
wazifuna otya? 
How did you 
secure this money?  
 
 Nalinzilina /natereka mpola – personal capital  
 Abawaka bampa /abenganda bampa – family / 
relatives 
 Mumikwano / friends 
 Benkolagana nabo mubizinensi / business partners 
 Bank /bibina ebiwozi / formal credit institutions  
 Ekibinakya mpola / informal credit institutions 
 Ebirala / other:  
Omuwendo
7. Bizibuki bwewafuna nga wakatandika?  
Which were the main problems you faced in start-up phase? (max. 3) 
 
 
 
3. Finance 
1. Osubira wakatekamu sente meka mubizinensi yo? 
How much do you estimate is your present invested capital? 
2. Sente ozijawa zoyongera 
mubizinensiyo? 
How do you finance your investments?  
 Mubyentunda – sales / turn-over 
 Okwewola mubitongole ebiwozi / formal 
credits 
 Okwewola mubanange / informal credits 
 Gavumenti 
enyamba ko / state 
support 
 awala / other:  
3. Olina embalirira enambulukufu?  
Do you have established an accounting system?  
 no → why ?  
 yes 
4. Wali ofunyeko ebanja okuvumu banka? 
Have you ever received a formal bank credit ?  
 no → why ?  
 yes 
5. Wali ofunyeko ebanja okuva mubitongole ebiwola? 
Have you ever received a micro-credit ?  
 no → why ?  
 yes 
6. Olina akawunti mubanka? 
Do you have a bank account? 
 no → why ?  
 yes 
7. Amagobagowagakozesa otyo? 
How do you use your profit?  
 Ayongera mubizinensi / 
investment in enterprise 
 Nagatereka / enterprise 
retained earnings 
 Agatereka mu banka / bank 
(savings, investment)  
 Asasula ebanja / payed back 
loans 
 Agakozesakubyange / for 
personal income 
 Sakola magoba / I did not make 
any profit 
 Ebirala / other: 
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4. Labour / Employees 
1. Olina abakozi bameka? / How many employees do you have?  
2. Abakozibo bavawa? / Where do your employees come from?  
3. Abakozibo bamawangaki? / Ethnicity of 
employees 
 Nge lyange  gwangaki / only same as of entrepreneur 
 mainly same as of entrepreneur 
 minority same as of entrepreneur 
 none same as of entrepreneur 
 
4. Ebikwata ku bakozi  
Status of employees 
Baki / Gender 
Wawaka?  
Family member? 
Agwawa – Category  
Mwami / 
Male 
Mukyala / 
Female 
Mukugu/ 
Specialist  
Simukugu / 
Generalist 
Wankalakalira – Permanent       
Ekwataganya naye – Contract       
Siwankalakalira – Casual        
Apprentices       
 
 
5. Obuyigirize bwaba kozi  
Level of education of employees 
 
 Sagendako munibina / no formal education 
 Mupulayimare / primary school 
 Mu O level 
 Mu A level 
 Mumatendekelo agawagulu / higher education 
Number or % 
6. Abakozibo bakolede bangaki? 
How long have your employees worked for you?  
 Abatanaweza mwaka / majority less than a year  
 Abasuusa mumwaka / majority more than a year  
7. Amateka gabakozi gogoberera  
Abide by labour regulations  
 
 Ebyobulamu nokwerinda / health and safety regulations 
 Omusara  ogwegasa / minimum wage 
 Esaawa zokola / maximum working hours 
 Okususa musawa / overtime pay 
 Okwekuma munsonga yona ebakwatako / social security 
 Sirina kye manyi kumateka gabakozi / I am not aware of existing 
labour regulations 
 We agree on our own rules and regulations 
8. How has the number of employees 
develop in the past? 
 Telwali njawulo / no change  
 Beyongedeko nnyo / strong increase 
 Beyongedeko katono / slight increase 
 Bakendede nnyo / strong decrease 
 Bakendede kotono / slight decrease 
 
5. Machines / Technology / Innovation / Upgrading 
1. Machines (A) Olina enyuma kyona mu bizinensiyo? 
Do you have any machines in your enterprise?  
Oba yee / If yes,  
 no  
 yes 
(B) Olina ebyuma bimeka? / How many machines do you have? 
(C) Omazenabyobanga ki? / How old are the machines? 
(D) Bikolakyenkanaki? / Occupied capacity (in %) 
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(E) Lwakibikola ebyo byoka?  
Reasons for spare capacity  
 Olwebikozesebwa / availability of raw 
materials  
 Ekyukakyuka mubwetavu bwebintu / 
instable demand 
 Obuzibu bwokozesa ngabwabitekedwa / 
technical problems 
 Abakozibatono / lack of employees 
 Ebuzibu ebirimubikozesebwa nga amazzi / 
infrastructural problems (water, electricity …) 
 Ebirala / other:  
2. Okumanya tekinologiya nekyukakyukaye / Access to technology and technological innovations 
 
3. Innovation / Upgrading (A) Biki byewakyusa mu bizinensi okuvalwewa tandika?  
What kind of innovations did you introduce since the start-up? 
 Okukola ebintu ebipya / new 
products 
 Enkola yebintu empya / new 
production processes 
 Okukozesa ebuma ebipya / new 
machinery 
 Okutunza ebintu byange mubifo 
ebipya / new distributional channel 
 
 Okukuma omutindo gwa tekinologiya / 
comply with technical standards  
 Okukuma omutindogwebintu byekola / 
comply with quality standards 
 Okukuma omutindo gwebyobulamu / 
comply with health standards 
 Okuteekako endagiriro kubyokola / 
labelling of products 
 packaging of products 
 Ebirala / other:  
(B) Watandika otya ekyukakyuka ezo? 
How did you introduce the change? 
 Nelowoleza / own idea/plan  
 Na kopa banange / copied 
competitor´s strategy 
 Embera ya bizinensi 
yeyakyusisa / forced by changes in 
business environment 
 Bakasitoma bebankyusisa / forced by 
customers/clients 
 Gavumenti yeyanyamba ko / 
Government assistance  
 Abawa obuyambi bebanyamba / donor 
assistance  
 Ebirala / other: 
 
 
6. Sourcing situation   
1. Ebiffo  
Sourcing area 
(A)  Mu Uganda / within Uganda → waa? / where? 
       Wabweru wa Uganda / from abroad → waa? / where? 
(B)  Do you use any imported goods for production?  no  yes → which? 
2. Biki byojja awalala?  
What do you source from outside? 
 Bya kozesa / raw materials  
 Ebitanagwa / unfinished products 
 Emirimu / services  
 Ebintu Ebiwede okolebwa / finished products 
3. Sourcing channels 
Characteristics of suppliers 
(A) Ogula otya byo kozesa? 
Procurement of products  
 Kubabikola / directly from producer 
 Gulakumulala / through intermediary 
 Ku basubuza mubungi / wholesaler 
 Ku batunda kamuka / retail trade  
 Mbyekolera / own production 
 Ebirala / other: 
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(B) Ogula kwani? 
Who do you buy from? 
 Kububisinensi obutotono / small enterprises  
 Ku ba bisinensi enene / large enterprises  
 Ku be nnganda zange / family/relatives 
 Mbyekolera / own production 
 Mukampuni za gavumenti / public firm  
 Mukampuni ze bweru / foreign company 
 Awalala / other:  
(C) Bani bogulako?
Gender of suppliers 
 Bami boka / only male  
 Bakyala boka / only 
female 
 mainly men 
 mainly women 
 mixed / cannot say 
(D) Bagwanga kii? 
Ethnicity of suppliers 
 Nge lyange gwangaki / only same as of 
entrepreneur 
 mainly same as of entrepreneur 
 minority same as of entrepreneur 
 none same as of entrepreneur 
 mixed / cannot say 
(E) Olina bogulako ebintu bameka? / How many suppliers do you have? 
(F) Okolagananye nabobanga 
ki? / Length of relationship 
 Omwaka tegunawera banga / less than a year  
 Tusuka mumwaka banga / more than a year 
(G) Abakuwa ebintu obagulako otya? / How do you buy from your suppliers? 
 Mbigula nebi belawo / in advance 
and regularly  
 Bwebibabwekagisa / as need 
arises/if required  
 Tukolandagono / contractual basis  
 Tutesa / informal agreements 
 Gulakumuntu omu / always from the 
same supplier 
 Ngerageranya  emiwendo / after 
comparison of prices/offers 
 Banange abalala baneyimirira / after 
recommendation from other 
entrepreneurs 
 Bwebiba biwedewo / when stock is 
finished 
 nsoka kusasula / advance 
payment 
 bampa ku ba nja / supplier credit 
provided 
 nsasula nga balese / payment at 
delivery 
 babindetela sisasula ntabula / 
supplier is responsible for 
transportation and delivery  
 byekimila / I am responsible for 
transportation and delivery  
 Ebirala / other: 
4. Ebizibu ebiri kubakuwa 
byokozesa  
Problems 
 Ebintu tebabireta nga bwetugana / low/bad quality  
 Ebintu biba bye mutindo gwawansi / products not delivered on time  
 Ebintu tebituka mubisera / problems with transportation 
 Entambula nzibu / restriction on imports 
 Obukwakulizo bungi kubya maguzi / prices often change 
 Ensasula nzibu / problems with payments 
 Ebirala / other:  
5. Growth in number of 
suppliers 
Nkyukakyuka ki eriwo mubaguzi   
okuva lwewatandika nekakati?  
How did the number of suppliers 
develop in the last years?  
 Telwali njawulo / no change  
 Beyongedeko nnyo / strong increase 
 Beyongedeko katono / slight increase 
 Bakendede nnyo / strong decrease 
 Bakendede kotono / slight decrease 
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7. Distribution  
1. Otunda biki ?  
What do you sell? 
 Ebintu  ebikozesebwa / raw material  
 Ebintu ebitanagwa / unfinished products 
 Ebintu Ebiwede okolebwa / finished products 
 Emirimu / services 
2. Distribution area  mu Uganda / within Uganda → waa? / where? 
 mumawanga amalala / export → waa? / where? 
3. Customer 
characteristics 
 
 
(A) Ebintubyo obikola otya? 
How do you produce? 
 
 Ngababwetaze / on demand 
 Mbikola nebiberawo / for the 
anonymous market 
%
(B) Byokola obiguza bani?  
Who do you sell your products 
to? 
 bizinensi entono / small enterprises 
 bizinensi enene / large enterprises 
 kubabikozesa / final customers 
 mubabigulamubungi / wholesaler 
 mubagula kamukamu / retail traders 
 mumakampuni ga gavumenti / public 
enterprise 
 mubenganda zange / family/relative 
 awalala / other:  
(C) Abakugulako baki?  
Gender of cutomers 
 Bami boka / only male  
 Bakyala boka / only 
female 
 mainly men 
 mainly women 
 mixed / cannot say 
(D) Abakugulako gagwanga ki? 
 Ethnicity of customers: 
 Nge lyange  gwangaki / only same as of 
entrepreneur 
 mainly same as of entrepreneur 
 minority same as of entrepreneur 
 none same as of entrepreneur 
 mixed / cannot say 
(E) Mukolaganye banga ki?  
Length of relationship … mainly 
 Omwaka tegunawera banga / less than a year  
 Tusuka mumwaka banga / more than a year 
 (F) Abakugulako obawola? 
Do you offer credit to 
customers? 
 Nedda sikikolangako / no, never 
 Yee bona / yes, to all clients 
 Yee abamu (omuwendo) / yes, but only to 
some clients (%) 
4. Wa yotu nda ebintu 
byo? 
Distribution channels  
 
 Mbitundira awo / direct distribution  
 Byetyalira / I am responsible for delivery and transportation of products 
 Waliwo gwensasula abitwala / I hire someone to distribute my products 
 Atunza mubungi / through wholesaler 
 Abatunza kamukamu / through retail trader 
 Ababangulako babikima / customers pick up the products at enterprise 
 Mubutale bwamubulo / on daily/weekly market  
 Awalala / other: 
5. Obuzibu bwosanga 
mukutunda ebintubyo / 
Problems  
 
 Obuzibu bwe ntabula / transportation problems 
 Sirina bantundirako / lack of distributors/intermediaries 
 Obuzibu mukusasula nga / problems with payments    
      →    okulwawo / late payment       obutasasula / no payment 
 Ebirala / other:  
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6. Growth in number of 
clients 
Nkyukakyuka ki eriwo mubaguzi 
okuva lwewatandika nekakati? 
How did the number of clients 
develop in the last years?  
 Telwali njawulo / no change  
 Beyongedeko nnyo / strong increase 
 Beyongedeko katono / slight increase 
 Bakendede nnyo / strong decrease 
 Bakendede kotono / slight decrease 
 
 
8. Competitive conditions 
1. Competitive market  (A) Ogerereganya otya buzinensiyo ne bovuganya abo?  
How do you evaluate the competitive situation of your enterprise? 
 Kuvuganya kwamanyi nyo / very strong competition  
 Okuvuganya kungi / strong competition 
 Okuvuganya sikungi / medium competition 
 Okuvuganya  kwawansi / low competition 
 Tewali kuvuganya / no competitors 
(B) Wariwo njawuloki mukuvuganya kuno nemwaka ejayita?  
How has the competitive situation changed in the last years? 
 Kweyongede nyo / competition has risen strongly 
 Kweyongede katono / competition has slightly risen 
 Tewalinjawulo / competition has stayed the same 
 Kuwedewo / competition has diminished 
 Kuweredewo ddala / competition has strongly diminished 
 Tewaliwo kuvuganya / there was no competition 
2. Characteristics of the 
main competitors 
 
(A) Bani bosinga 
okuvuganya abo? 
Who are your main 
competitors? 
Number or % 
 Bubizinensi obutono bameka / small enterprises 
 Bizinensi enene meka / large enterprises 
 Kampuni zagavumenti / public enterprises 
 Kampuni zebweru / foreign enterprises  
 Bizinansi  zabenganda zange / family businesses  
 Sirina gwenvuganya naye / I do not have competitors 
 Abalala / other:  
 (B) Abakuvuganya bavuwa? 
Where do your main 
competitors come from? 
 Mu Uganda → waa? / where? 
 Wabweru wa Uganda / abroad → waa?  
 Sirina benvuganya nabo / I do not have 
competitors 
(C) Enkolaganayo 
nebovuganya nabo / 
Relation to 
competitors 
 Tetukolagana / no contact with competitors 
 Tumanyiganye / I know my main competitors 
personally 
 Tukolagana / I cooperate with competitors  
 Tekibangawo / never  
 Olusi / sometimes  
 Lumunalumu / regularly  
 Tutegeregana bwetutyo / informally  
 Tutesa / on a contractual basis  
 Nfuna amawulire okuvajebali / I receive information 
from competitors 
 Tu li mukibina kyekimu / we are in the same 
association 
 Tutesa mukibiina / we share information through our 
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association  
 Ebirala other: 
3. Market and price 
strategy 
Ogera otya 
emiwendojo? 
How do you fix your 
price? 
 Mbala sente ezakoze – namagoba amatono /  
     costs + margin 
 Okusinzira kubenvuganya nabo / price fixed by 
competitors 
 Okusinzira kwagula / price depends on the client 
 Byakutegeregana / price open to negotiation  
 Okusinzila obwetavubwekintu / prices change 
according to demand 
 Ebirala / other: 
 
 
9. Business environment 
1. Infrastructure (A) Bizinensi yo bino 
ebikozesa?  
Does your enterprise 
have 
 Amasanyalaze / electricity 
 Amazzi / water supply 
 Esimu / telephone 
 Okozesanta bulaki? / means of transportation → which? 
(B) Ebintu ebyowaglu birina 
lwebikukosa gokola 
emirimujo? 
Infrastructural problems affect 
the rhythm of production 
 Nnyo/sinyo – a lot/regularly  
 Olusi/bulikisera – sometimes/from time to time  
 Katono – a little 
 Tekibangawo – never  
2. Legislation (A) Omanyi amateka golina okugobere mubizinensi yo? 
Are you aware of relevant legislation for your business? 
 sirina kye manyi kumateka / I am not aware of any kind legislation         yes 
If yes, which?: 
 Okusasulila buzinensi ne misolo ejobusubuzi / fees and taxes 
 Amateka gabokozi / labour regulations 
 Omutindo gwebyobulamu no kwerinda / health and safety standards 
 Omutindogwe byuma ebikozesebwa / technical standards 
 Omutindo gwe bintu byokola / quality standards 
 Obukwakurizo obulimukukola / restrictions on local operations 
(B) Ekyukakyuka mumateka erina wekoseza bizinensi yo?  
Do changes in legislation affect your business? 
 nedda 
 nedda sirina kyemanyi kumateka dda / no, I am not aware of any kind of legislation 
 yee ki jakunyamba okugategera / yes and I try to be well-informed 
 yee naye tegakwatako / yes, but I do not care 
(C) Balibakusasuzako fayini 
olwobutaguberera mateke? 
Did you ever pay a fine for 
not abiding with legislation? 
 nedda/tekiberangawo – no /never 
 omulundi gumu – once  
 Ntera/lumu alumu – often/regularly 
3. Bizibuki bwosa nga mubizinensi yo ebikwatagana nembera yobusubuzi? 
Which are the biggest problems your enterprise faces related to the business environment? 
 Emitendera emiwanvu / burocracy 
 Enguzi / corruption  
 Okugingirira / fraud  
 Ebikozesebwa / infrastructure 
 Enkolayamateka / functioning of judicial system 
 Okusasula emisolo / tax payment 
 Ebirala / other: 
 284
4. Support 
programmes  
(A) Buzinensi yo yali 
efunyeko kubuyambi? 
Does your enterprise 
receive any support?  
 Nedde / tekibangawo – no / never has 
 Tetukyafuna – not anymore 
 yee – yes   
From whom?  Okuva mukibinakyange – from my association  
 Okuvu mugavumenti – from national Government  
 Okuvu mubagaba obuyambi – donor/NGO programmes 
(B) Yee, buyambiki? 
If yes, in which field?  
 training 
 advice 
 technical  
 finance 
 (C) Wandyetaze 
buyambiki? 
In which field would you 
like to receive support? 
 Obwebikozesebwa nga amazzi / infrastructure 
 Emisom ejobusubuzi / business education  
 Oku bangulwa mutekinologiya / technical education  
 Ensimbi / financial issues 
 Okuwabulwa muzirukanya yabizinensi / advice in 
management of enterprise 
 Okuyambibwa okuwandisa bizinensi yange mumateka / 
assistance in registration process 
 Ebirala / other: 
 
 
10. Development of business linkages with other enterprises 
1. Osubirakufuna muki singa okolagana ne bizinensi endala? 
What would you expect from a cooperation with other enterprises? 
 Kukendezako kumiwendo engikola ebintu / share costs  
 for investments 
 for supply 
 of production 
 for distribution 
 other: 
 Okukubaganya ebirowozo / share information  
 on competitors 
 on market development 
 on production techniques 
 other: 
 Ekizibu tekikosakinomu / share risk  
 okugaziya buzinensi / increase size of business 
 okugaziya obutale / improve position in the market 
 synergy effects  
 okusalakumiwenda engikola / economies of scale 
 okukolalera awamu ebintu ebyenjawulo / 
economies of scope 
 embera enungi okuva mubatuebintu / better conditions 
from suppliers 
 embera enungi okuvu mubetuwa ebitnu / better 
conditions from distributors 
 okufuna obutale obupya / access to new markets 
 okufuna ebyokola ebpya / introduce new products 
 okusabola okutunda mubifo ebipya / cover new areas for 
sale of products 
 Okumanya obukodyobanange bweba kozesa / get 
insight into partner´s business  
 Ebirala / other: 
2. Kiki kyolowoza ekiretera abegatide awamu okuwangula  
What do you think are important factors for the success of cooperations? 
 Okubangamumanyiganye / know partner 
personally from before 
 Obutetya mumukago gwamwe / openness of 
relationship  
 Okubaganya ebirowozo / share of information 
 Okwesigangana / trust  
 same gender 
 okuba abegwanga elimu / same ethnicity  
 okubane bizinensi ezifanagana / same/similar size 
of enterprises 
 okunga nwena mufayo okola / be active in same 
sector/business 
 Ebirala / other: 
3. Wali okolaganye ko nebizinensi endala? Have you ever cooperated with other ent.?  no    yes  
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4. Oba nedda / If not:  
Lwaki tewagenda maso? / Why did the cooperation not take place? 
 Safuna muntu mutufu / did not find the right 
partner 
 Sagala kugabana magoba / do not want to 
share benefits with others 
 Silowo nti okwegata kirungi / do not think 
cooperation would be favourable  
 Sagalakutesa nabalala / do not want to share 
information with others 
 Okubafunaki twa sent nyingi / process of 
finding partner is very costly  
 Obukwakulizo tebwali bulingi / unfair 
conditions 
 Tetwa kiliziganya bulungi kubera / could not 
agree on conditions 
 Salinanyo bogerero / had too little influence on 
conditions 
 Yagana / partner said no 
 Yagana okula endagano / partner did not want to 
sign formal contract 
 Nalisagala kuko endagano / I did not want to sign 
formal contract 
 Empisaze zali mbi / bad reputation of partner 
 Samwasiga / did not trust partner 
 Teyampa bimukwatako bimumala / partner did not 
disclose enough information 
 Nalabanga ajakunfuganyo / felt too tied to partner / 
too little independence 
 Ebirala / other: 
5. Oba yee / If yes: 
(A) Ani gwewakolagana naye? / Who did you cooperate with? 
 Gwetuvuganya naye / direct competitor 
 Yali akola bintu birala / no direct competitor 
 Bizinensi eya nkanakana neyange / enterprise of same size 
 Buzinensi entoto / smaller enterprise  
 Buzinesi enene / bigger enterprise 
 Bengandazange / family/relative  
(B) Wagwanngaki gwakolagana naye? / 
Ethnicity of partner 
 Nge lyange  gwangaki / only same as of entrepreneur 
 mainly same as of entrepreneur 
 minority same as of entrepreneur 
 none same as of entrepreneur 
(C) Bisera ki by’okolagana naye? 
How often did you cooperate with other 
enterprises? 
 Gumu / once  
 Kusuka mugumu emeka / more than once 
If more than once …   Muntu omu ebangalyona / always with the same partner 
 Nabantu abenjawulo / several/different partners 
(D) Wakolagana abo bangaki? 
How long did the cooperation last? 
 Omwaka tegwawera bangaki? / less than a year  
 Tususa mumwaka bangaki? / more than a year  
(E) Wafina okya bokolagana nabo ? 
How did you get in touch with your partner? / How did the partnership come about? 
 nabefunila nzeka / own initiative 
 ngandazange zabanfunila / family/relative 
 twali tumanyiganye / personal relation 
 twalitumanyiganye mubizinensi / business 
relation 
 omuntu yabanfunira / through third party 
 babuloka babanfunila / through broker/organisation 
 yeyantukirira / was approached by partner 
 ebirala / other: 
(F) Wafuna ebigenderelwabyo ebyakwegasa? 
Did you achieve the goal(s)? 
 Yee byona / yes, all of them  
 Ebisi obukulu / the main ones  
 Nedda / no 
(G) What kind of cooperation agreement did you 
have? 
 written / formal agreement 
 personal agreement / informal 
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(H) Walina buzibu ki mumukag’ogwo? 
What problems/disputes did you have with your partner? 
 Obuzibu bwo’kukwatagana / high costs for or difficulties in coordination 
 Okukanya kwali kutwara ebanga dene / too many/large compromises were made 
 Yaliyakola bulikimu / felt taken in by partner 
 Kyeyali aletanga kitono kukyetwatesa / contribution of partner was not enough/agreed/satisfactory 
 Teyeyisa nga bwenali nsibila / partner did not behave as expected 
 Byetwatesa teya biteka munkola / cooperation agreement was not complied with 
 Nalisirina dobozi / too little influence or power 
 Nalisimwesiga / I did not trust partner 
 none 
 other 
(I) Ebizibu ebyowabimaliriza otya? / How did you solve these problems/disputes? 
 Nakoma awo okolagana naye / ended cooperation immediately  
 Twakola endagano / formal contract was changed/introduced 
 Twatesa/netukanya / negotiation/direct bargaining 
 Twakuna eyatugata / private arbitration  
 Kupolisi / police 
 Loya / lawyer 
 Toki / courts 
 Ebirala / other: 
6. Olimwetegefu okukolagana nomuntu omulala? 
Are you currently planning a cooperation? 
 nedda / no  
 yee / yes  
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Annex 3: Interview guideline for expert interviews 
 
 
 
This interview is part of the empirical study for the Ph.D. dissertation “The integration of micro- 
and small-scale enterprises into local value chains” that focuses on Uganda as a case study. 
The interview should take no longer than one hour. 
 
 
The following points will be covered: 
 
(1) Please describe the main activities your organisation/institution is engaged in. 
 
(2) Please describe activities that specifically target micro- and small-scale enterprises. 
 
(3) How is the work of your organisation/institution related to that of other 
organisations/institutions (Government, donor agencies, NGOs, civil society organisations) ? 
 
(4) Please describe your view of the Government policies and programmes that are relevant for 
private sector development in Uganda. 
 
(5) Which do you consider to be the biggest challenges faced by micro- and small-scale 
entrepreneurs in Uganda? 
 
(6) The integration of micro- and small-scale enterprises into local value chains 
• Government policies (i.e. “Medium Term Competitive Strategy for the Private Sector” 
and the “Strategic Framework for Industrialisation in Uganda”) specifically mention 
the importance of small-scale enterprises and the aim of promoting intra- and inter-
sectoral linkages – how do you think this can be achieved? How can linkages 
between the formal and informal sectors be developed?  
• What do you consider to be limiting factors? What do you consider to be contributing 
factors?  
• What is the Government doing to achieve these goals? 
• What is your organisation/institution doing to achieve these goals? 
• What are donor agencies doing to achieve these goals?  
• Which measures could be taken to promote market access for micro- and small-
scale enterprises? 
• Please enumerate concrete measures that could help promote business linkages 
among micro-enterprises as well as between micro-enterprises and bigger 
enterprises. 
 
 
Thank you very much for your cooperation. 
 
Beatrice Tschinkel 
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Annex 4: List of experts interviewed 
 
Public Institutions 
 
Institution Expert Interview Name Position Date Duration Recording Transcription 
Ministry of Finance Lance KASHUGYERA Director – Private Sector Development Unit 03.09.04 41:46 ? ? 
Ministry of Industry Joseph KITAMIRIKE  07.09.04 41:52 ? ? 
Ministry of Finance – 
MTCS Secretariat  Peter NGATEGIZE National Coordinator 03.09.04 54:46 ? ? 
Uganda Investment 
Authority Valentine OGWANG Assistant Director 06.09.04 24:24 ? ? 
Ministry of Industry Robinah SABANO-MUTIMBA 
Assistant Commissioner for 
Industry and Technology 02.09.04 44:44 ? ? 
 
 
Donor Organisations 
 
• Multilateral donor organisations 
 
Institution Expert Interview Name Position Date Duration Recording Transcription 
UNDP Mr. DDIBA  09.09.04 1:06:36 ? quality of recording very bad – no 
transcription 
UNDP Wilson KWAMYA Assistant Resident Representative 09.09.04 1:03:35 ? ? 
EU Céline PRUD´HOMME Private Sector Expert 08.09.04 46:49 ? ? 
UNIDO Albert SEMUKUTU Craftmanship Programme Manager several interviews / not recorded 
Worldbank William STEEL Senior Advisor Small Enterprise & Microfinance 02.09.04 37:21 ? ? 
ILO Peter VAN BUSSEL BSMD Project Manager 31.08.04 1:39:30 ? ? 
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• Bilateral donor organisations 
 
Institution Expert Interview Name Position Date Duration Recording Transcription 
USAID – SPEED Phil BROUGHTON Managing Director 08.09.04 44:28 ? ? 
USAID – SCOPE John ENGLE Managing Director 06.09.04 37:11 ? ? 
GTZ Matthias GIERSCHE-POTTRICK Technical Advisor – PEVOT  10.09.04 37:45 ? ? 
ADA Irene NOVOTNY Private Sector Expert 30.08.04 50:35 ? ? 
 
 
Implementing Agencies, NGOs and CSOs 
 
Institution Expert Interview Name Position Date Duration Recording Transcription 
Private Sector Foundation Bill FARMER Private Sector Expert several interviews / not recorded 
Uganda Manufacturers 
Association Peter KADDU Trade Fair Officer 07.09.04 1:06:42 ? ? 
FIT Uganda Robert KINTU BDS Manager 03.09.04 1:07:04 ? quality of recording very bad – no 
transcription 
Private Sector Foundation Robert KYUKYU BUDS-EDS Scheme Manager 10.09.04 37:50 ? ? 
Suffice Henry MUTABAZI Manager 08.09.04 28:30 ? ? 
NCUSBO Samuel NIIWO National President several interviews / not recorded 
Enterprise Uganda Charles OCICI Executive Director  10.09.04 1:50:38 ? ? 
Makerere University  Mr. Hannington SENGENDO 
Dean Faculty of Arts & Senior 
Lecturer (Dept. of Geography) 30.08.04 35:00 not recorded (technical problems) 
USSIA Vincent SSENYONDO Executive Director 01.09.04 23:35 ? ? 
Uganda Chamber of 
Commerce 
John 
TWINOMUSINGUZI Secretary General 13.09.04 41:35 ? ? 
Private Sector Foundation Nimrod WANIALA Executive Director 03.09.04 27:09 ? ? 
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Annex 5: Mean values across all micro- and small-scale entrepreneurs 
covered in the survey (comparison of food and wood sectors, as well as 
male and female entrepreneurs) 
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Annex 6: Categories, sub-categories and mentions by experts interviewed 
 
6.1 Expert interview mentions on problems that MSEs face 
 
 Mentions from the interviewees 
Codes for category  
“problems that MSEs face” 
TOTAL Public 
institutions 
Donor 
agencies 
Private 
sector, CSOs 
and NGOs N° % 
internal factors 
Attitude 41     
Subsistence business 3 16.7 1 1 1 
No strategy/planning/focus 11 61.1 5 1 5 
No profit-orientation 1 5.6  1  
No entrepreneurial drive 3 16.7  1 2 
Family business 1 5.6 1   
No registration 3 16.7 2  1 
Individualistic 3 16.7   3 
No reliability 1 5.6   1 
No separation between business and 
private issues 5 27.8 1  4 
No long-term orientation 4 22.2 2  2 
Copy-cat mentality 2 11.1 1  1 
No customer orientation 1 5.6   1 
Trial-and-error-style 1 5.6 1   
Lack of organisation 2 11.1 1  1 
Operation  16     
Low quality 6 33.3 2 2 2 
Low productivity 3 16.7  3  
No capacity to produce bulk 3 16.7  1 2 
No upgrading of products 1 5.6   1 
Limited working capital 3 16.7  2 1 
Skills  33     
Lack of skills (general) 11 61.1 4 3 4 
Lack of management skills 6 33.3 3  3 
Leadership  2 11.1   2 
Limited learning/upgrading 3 16.7 2  1 
Illiteracy / low level of education 3 16.7 3   
Financial management (financial records, 
accounting) 9 50.0 5  4 
external factors 
Lack of access to finance  14 77.8 3 3 8 
General (for all size categories) 11 61.1 2 2 7 
For the middle category (taking out 
micro-finance) 3 16.7 1 1 1 
Access to information 6 33.3  3 3 
Infrastructure 3  2 1  
Access to technology 4 22.2 1 2 1 
Access to markets 8 44.4 1  7 
Access to BDS 2 11.1 1 1  
Enabling environment 2 11.1 2   
Regional integration/competition 2 11.1   2 
TOTAL MENTIONS 146  47 28 71 
Note: 18 of 20 interviewees made statements on the category “problems that MSEs face”.  
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6.2 Expert interview mentions on PSD policy of Government 
 
 Mentions from the interviewees 
Codes for category  
“positive aspects” 
TOTAL Public 
institutions 
Donor 
agencies 
Private 
sector, CSOs 
and NGOs N° % 
starting point = constraints 3 27.3 2  1 
relevance of MTCS 2 18.2 2   
commitment to PSD 3 27.3 3   
Department at MoFPED 2 18.2  1 1 
good policies in place 3 27.3   3 
themes being addressed      
BDS 1 9.1  1  
export promotion 1 9.1  1  
financial market 1 9.1 1   
enabling environment 1 9.1 1   
institutional reforms 1 9.1 1   
competitiveness  2 18.2 1  1 
SMEs 1 9.1 1   
implementation 8 72.7 4 3 1 
networking/coordination 3 27.3 2 1  
multi-stakeholder dialogue 3 27.3 1 2  
monitoring 2 18.2 1  1 
TOTAL MENTIONS 37  20 9 8 
Note: 11 of 20 interviewees made statements on the category “positive aspects”.  
 
 
 Mentions from the interviewees 
Codes for category  
“negative aspects” 
TOTAL Public 
institutions 
Donor 
agencies 
Private sector, 
CSOs and 
NGOs N° % 
negative aspects on policies      
lack of depth 1 9.1  1  
gaps and revision 4 36.4 1 2 1 
PSD and competitiveness      
Where do they belong? 3 27.3 1 2  
What is the role of Gov’t? 5 45.5 1 1 3 
“enabling environment” 2 18.2  1 1 
“hand-holding” 4 36.4   4 
What is the role of PS? 4 36.4 1  3 
“engine of growth” 2 18.2 1  1 
PS-lead in PSD 1 9.1   1 
implementation      
no coordination in public sector 1 9.1  1  
no coordination among donors 1 9.1   1 
need to address PS needs 2 18.2  2  
geographic focus 1 9.1  1  
lack of outreach + trickle-down 1 9.1  1  
translation into action missing 3 27.3  1 2 
issues not addressed yet      
informal sector 1 9.1  1  
land 1 9.1 1   
financial resources of Gov’t 3 27.3 1  2 
industry 1 9.1 1   
issues that need more focus      
MSEs 1 9.1   1 
export promotion 1 9.1   1 
skills development 2 18.2   2 
SME access to credit 2 18.2   2 
investment-friendly environment 1 9.1  1  
TOTAL MENTIONS 48  8 15 25 
Note: 11 of 20 interviewees made statements on the category “negative aspects” (but different experts as  
          the 11 who commented on “positive aspects”).  
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 Mentions from the interviewees 
Codes for category  
“recommendations” 
TOTAL Public 
institutions 
Donor 
agencies 
Private sector, 
CSOs and 
NGOs N° % 
need for a change in mindset 1 7.1  1  
sames issues/topics 2 14.2 2   
relevant issues/topics      
competitiveness 7 50.0 3 2 2 
skills development 4 28.6  3 1 
BDS 2 14.2  2  
combination of skills dev’t + BDS 2 14.2  2  
MSE promotion/upgrading 7 50.0 1 3 3 
access to (micro-)finance 3 21.4  3  
employment creation 2 14.2  2  
informal sector 2 14.2  2  
SME policy 2 14.2 2   
energy  1 7.1  1  
export promotion 2 14.2  1 1 
industry promotion 1 7.1 1   
issues for implementation      
learn from others 1 7.1  1  
Public Private Partnerships 6 42.9 2 2 2 
Public-Private Dialogue 4 28.6  4  
more private sector involvement 1 7.1   1 
hand-holding approach by Gov’t 4 28.6   4 
supply and demand sides 2 14.2 1 1  
trigger/injections needed 4 28.6 2 2  
coordination 2 14.2  1 1 
harmonisation 1 7.1  1  
assessment  2 14.2 1 1  
definition of roles 2 14.2 1 1  
more action-oriented 1 7.1 1   
flexible/open framework 1 7.1  1  
SWAP (Sector-Wide Approaches) 1 7.1  1  
TOTAL MENTIONS 70  17 38 15 
Note: 14 of 20 interviewees made statements on the category “recommendations”.  
 
 
6.3 Expert interview mentions on registration 
 
 Mentions from the interviewees 
Codes for category  
“registration” 
TOTAL Public 
institutions 
Donor 
agencies 
Private 
sector, CSOs 
and NGOs N° % 
registration is a must 2 15.4   2 
registration is no must 6 46.2 2 3 1 
license is a must 2 15.4   2 
license is no must 1 7.7 1   
registration vs. formalisation 8 61.5 4 4  
registration vs. legality 3 23.1 2 1  
registration = identity/belonging/ownership 5 38.5 2 2 1 
registration runs parallel to growth/upgrading 
process 5 38.5 1 3 1 
alternative forms to the public registry 7     
registration at an association 3 23.1  1 2 
registration by local authorities 2 15.4 1 1  
Others 2 15.4 1  1 
registration brings benefits 8 61.5 4 1 3 
TOTAL MENTIONS 47  18 16 13 
Note: 13 of 20 interviewees made statements on the issue of registration of MSEs.  
 
 
 299 
6.4 Expert interview mentions on the concept of business linkages 
 
 Mentions from the interviewees 
Codes for category  
“concept of business linkages” 
TOTAL Public 
institutions 
Donor 
agencies 
Private 
sector, CSOs 
and NGOs N° % 
Terms/Concepts connected with “biz linkages” 
Horizontal/vertical linkages 4 25.0  1 3 
Cluster 3 18.8  2 1 
Network 1 6.3   1 
Subcontracting 9 56.3 3 4 2 
Joint venture 1 6.3 1   
TNC/MNE – SME linkage 5 31.3 2 1 2 
franchising 1 6.3  1  
outsourcing 6 37.5 1 2 3 
Value chain 6 37.5  5 1 
Examples from (sub-)sectors 
Agriculture 7 43.8 1 3 3 
Agro-processing 3 18.8 2  1 
Honey 1 6.3  1  
Supermarkets 2 12.5  2  
Fisheries 1 6.3  1  
Leather 2 12.5 1  1 
Construction 3 18.8 2  1 
Assessment of status quo 
Business linkages are normal in economy/business 2 12.5   2 
Business linkages are happening  3 18.8 1 2  
There is potential for business linkages 6 37.5 2 2 2 
Business linkages will happen as industry develops 1 6.3   1 
Size of enterprises is not relevant for biz linkages 1 6.3 1   
Business linkages are not happening / are not 
realistic 5 31.3   5 
Challenges for the establishment of business linkages 
There is no link between TNC/MNE/LEs and SEs 2 12.5  2  
Mistrust 3 18.8  1 2 
No information  4 25.0 1 2 1 
Low production (capacity) 7 43.8 1 4 2 
Lack of organisation of producers 5 31.3  4 1 
Lack of skills 7 43.8 4 2 1 
Financing 4 25.0 2 1 1 
Infrastructure 2 12.5 1 1  
Quality  10 62.5 4 5 1 
standards 7 43.8 5 1 1 
Informality/traceability 3 18.8 1 1 1 
Contracts 3 18.8  3  
Information on markets and business opportunities 7 43.8  7  
Regulatory and policy framework 5 31.3 2 2 1 
Advantages of promoting business linkages 
Provision of inputs by large enterprises 2 12.5  2  
Provision of training by large enterprises 13 81.3 2 6 5 
Improved access to credit  4 25.0  3 1 
Improved quality 4 25.0 2 1 1 
Market-driven approach 10 62.5 2 6 2 
Way to expand markets 15 93.8 7 6 2 
Small don’t have to market  2 12.5 1 1  
Value-added production 4 25.0 3 1  
Constant income for small enterprises / large 
enterprise is reliable partner 9 56.3 1 3 5 
Innovation 2 12.5 1 1  
Transfer of work and business ethics 1 6.3   1 
Increased income 1 6.3 1   
Increased sales 1 6.3 1   
Increased production  1 6.3 1   
Increased productivity 1 6.3 1   
Increased confidence of small enterprises 1 6.3 1   
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Keys for success / Things to be considered in the promotion of business linkages 
Identify all relevant actors along the value chain 5 31.3 1 2 2 
Organisation of the private sector 6 37.5 3 2 1 
Definition of roles of different actors 3 18.8  1 2 
National plan 1 6.3  1  
Link to industrialisation policy 2 12.5 1  1 
Dialogue among actors 6 37.5 2 4  
Identify and build on/around lead firm 3 18.8 3   
Link to university 1 6.3 1   
Independent facilitator/broker 4 25.0  1 3 
Facilitate where it is happening 2 12.5  2  
Specify quality requirements and provide specific 
training 3 18.8 2 1  
Provide training (capacity development and skills 
upgrading) 10 62.5 3 2 5 
Specialisation 5 31.3 3  2 
Focus on niche markets 1 6.3 1   
Start with exports 3 18.8 1 1 1 
Build relationships and trust among actors 8 50.0 3 4 1 
Input-output linkages 3 18.8  3  
Create win-win situations 4 25.0 1 2 1 
TOTAL MENTIONS 283  87 119 77 
Note: 16 of 20 interviewees made statements on the category “concept of business linkages”.  
 
 
6.5 Expert interview mentions on value chain approach 
 
 Mentions from the interviewees 
Codes for category  
“value chain approach” 
TOTAL Public 
institutions 
Donor 
agencies 
Private 
sector, CSOs 
and NGOs N° % 
Advantages of Value Chain Approach 
Provision of … (embedded into business 
relations along value chain)      
Training 7 46.7 1 5 1 
Quality management or control 
system 2 13.3 1 1  
Support  6 40.0  5 1 
Financing 3 20.0  2 1 
Large companies invest in suppliers 4 26.7 1 2 1 
Increased value addition locally 2 13.3 2   
Upgrading of production 2 13.3 2   
Awareness created on advantages of 
cooperation 5 33.3 1 4  
Market-driven approach 8 53.3 1 5 2 
Comprehensive/integrated approach 4 26.7  1 3 
Potential of Value Chain Approach 
Increased competitiveness 4 26.7 1 2 1 
Access to larger markets 6 40.0 1 5  
Link to rural development 1 6.7  1  
Link to LED 1 6.7  1  
Link to skills development 1 6.7  1  
Link to BDS 2 13.3  2  
Contribution to industrialisation 1 6.7 1   
Keys for success 
Value chain analysis as basis  3 20.0  1  
Relationship management 3 20.0  2 1 
Dissemination/exchange of information 3 20.0 1 2  
TOTAL MENTIONS 68  14 42 12 
Note: 15 of 20 interviewees made statements on the category “value chain approach”.  
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6.6 Expert interview mentions on challenges for MSEs to become suppliers 
 
 Mentions from the interviewees 
Codes for category  
“challenges” 
TOTAL Public 
institutions 
Donor 
agencies 
Private sector, 
CSOs and NGOs N° % 
Challenges 
Quality 20 143 5 12 3 
Right quality 13 92.9 4 7 2 
Consistent quality 7 50.0 1 5 1 
Quantity / bulk 17 121  8 9 
Consistent supply 4 28.6  2 2 
Meet standards/requirements 8 57.1 2 5 1 
= must to access markets 3 21.4 1 1 1 
Large company dictates them 5 35.7 2 2 1 
Low productivity 6 42.9  5 1 
Lack of cooperation / no trust 4 28.6 1 2 1 
Lack of communication 5 35.7  2 3 
“Imported is better” 3 21.4  1 2 
No outsourcing taking place 5 35.7   5 
No information / know-how available 5 35.7 1 3 1 
Lack of organisation of SEs 1 7.1  1  
Lack of skills / technical know-how 4 28.6  4  
Contracts 3 21.4  3  
Infrastructure 2 14.3  2  
Rural-urban gap 1 7.1  1  
Finance 7 50.0  3 4 
Investment needed 8 57.1 2 5 1 
No business orientation  3 21.4  1 2 
No long-term planning/vision/strategy 2 14.3  1 1 
Informality 1 7.1   1 
How they can be addressed 
Facilitate increase of production 1 7.1  1  
Improve production techniques 2 14.3 1 1  
Access to technology 1 7.1  1  
BDS 3 21.4  2 1 
Training / Capacity building 10 71.4 2 3 5 
Through large company 1 7.1  1  
In general 5 35.7 1 2 2 
On management/strategy 1 7.1 1   
Business plans 3 21.4   3 
Assistance through large companies 1 7.1  1  
Quality control/assurance through 3 21.4  3  
Association/cooperative 2 14.3  2  
Ugandan Bureau of Standards 1 7.1  1  
Build/strengthen associations of SEs 1 7.1  1  
Role/Involvement of associations 9 64.3  9  
Link for business deals 2 14.3  2  
Organisation of SEs 2 14.3  2  
Information dissemination among SEs 2 14.3  2  
Bulk purchase of inputs for members 1 7.1  1  
Bulk delivery to customers 1 7.1  1  
Intermediaries for assistance to SEs 1 7.1  1  
Facilitate access to markets 1 7.1  1  
Share large orders (i.e. of Government) 2 14.3 1 1  
Target high performers among small enterprises 1 7.1  1  
Provide specific injections 2 14.3  2  
Information on requirements to adapt production 4 28.6 3 1  
Dialogue between TNC and SMEs 1 7.1 1   
Build relationships 3 21.4 1  2 
Encourage cooperation  2 14.3   2 
Joint ventures 1 7.1 1   
Infrastructure 1 7.1  1  
Exhibitions as exposure 2 14.3   2 
Financing 10 71.4 1 5 4 
Contract as collateral 3 21.4   3 
New financial products needed 4 28.6 1 3  
Lending built into business relations 3 21.4  2 1 
TOTAL MENTIONS 170  22 95 53 
Note: 14 of 20 interviewees made statements on the category “challenges”.  
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6.7 Expert interview mentions on dependency 
 
 Mentions from the interviewees 
Codes for category  
“dependency” 
TOTAL Public 
institutions 
Donor 
agencies 
Private 
sector, CSOs 
and NGOs N° % 
Dependency is …      
Bad for small enterprises 1 14.3   1 
Good for small enterprises 1 14.3   1 
Good or bad for small enterprises? 4 57.1  4  
Large companies provide training and inputs, i.e. 
invest 2 28.6  1 1 
Right to exclusivity 1 14.3   1 
No right to exclusivity 1 14.3  1  
Large company as mentor 1 14.3  1  
Standards are defined/imposed / compliance is 
must if you want a customer 2 28.6  2  
Loyalty from small enterprises is there in 
principle 1 14.3  1  
Market prices regulate 2 28.6  2  
Contract negotiation and management 3 42.9  3  
Conditions favourable to small enterprises 2 28.6  2  
Long-term orientation 4 57.1  3 1 
Opportunities for growth and diversification 1 14.3  1  
TOTAL MENTIONS 26  0 21 5 
Note: 7 of 20 interviewees made statements on the category “dependency”.  
 
 
 
6.8 Expert interview mentions on specialisation 
 
 Mentions from the interviewees 
Codes for category  
“specialisation” 
TOTAL Public 
institutions 
Donor 
agencies 
Private 
sector, CSOs 
and NGOs N° % 
Specialisation      
Will come … 7 46.7 3 1 3 
With growth/industrialisation 4 26.7  1 3 
In form of functional specialisation 2 13.3 2   
In form of sectoral specialisation 1 6.7 1   
Is not happening  19 127 4 4 11 
Large companies do everything 5 33.3   5 
Small enterprises do everything 10 66.6 4 4 2 
Market not ready yet 4 26.7   4 
Cooperation is condition for and 
consequence of specialisation 2 13.3 1 1  
Is linked to assembling 4 26.7 3 1  
Is difficult to encourage 3 20.0 2  1 
Has to be market-based  1 6.7   1 
Leads to       
Stable quality 2 13.3 1 1  
Improved quality 1 6.7 1   
Standardisation 2 13.3 1 1  
Economies of scale 3 20.0 2 1  
Improved capacity utilisation 2 13.3 2   
Increased productivity 1 6.7 1   
Cooperation with others 2 13.3   2 
Better services 2 13.3 1  1 
Improved skills 6 40.0 1 3 2 
Increased income 1 6.7 1   
Increased profit 1 6.7 1   
Increased confidence of small enterprises 1 6.7 1   
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Challenges in promoting specialisation      
Change in mentality/attitude required 2 13.3 2   
Copy-cat mentality 1 6.7 1   
No risk-taking 2 13.3 1  1 
Unknown / new experience 2 13.3 1  1 
Management capacity/skills needed 3 20.0  1 2 
Small enterprises do not know where they 
make profits and loss 1 6.7 1   
Long-term vision / business orientation 
needed 2 13.3   2 
No trust / cooperation / networking 6 40.0   6 
You depend on others 1 6.7 1   
Financial resources 4 26.7  3 1 
Specialisation can be encouraged through      
Step-by-step / case-by-case approach 2 13.3  2  
Technology 3 20.0 1 2  
Definition of production paths 1 6.7  1  
Awareness-building on advantages  9 60.0  4 5 
Show opportunities 3 20.0 1  2 
Show that it is profitable 5 33.3 3  2 
Share experiences 5 33.3 1 4  
Communication / information 3 20.0  1 2 
3rd party to facilitate links 1 6.7   1 
Small enterprises share production site and 
machines 1 6.7 1   
TOTAL MENTIONS 117  40 31 46 
Note: 15 of 20 interviewees made statements on the category “specialisation”.  
 
 
 
6.9 Expert interview mentions on business culture/practices 
 
 Mentions from the interviewees 
Codes for category  
“business culture/practices” 
TOTAL Public 
institutions 
Donor 
agencies 
Private 
sector, CSOs 
and NGOs N° % 
Characteristics of business environment 
Lack of cooperation 8 44.4  4 4 
No sharing of problems 2 11.1  1 1 
No information/experience sharing 8 44.4  3 5 
Enterprises compete against each other 3 16.7  2 1 
Enterprises are selfish/individualistic 8 44.4   8 
Fear of revealing/disclosing information 9 50.0   9 
No trust / mistrust 9 50.0 1 2 6 
Enterprises do not know each other 3 16.7 1  2 
No transparency 5 27.8  2 3 
Fear/suspicious of others stealing 
ideas/business 10 55.6   10 
Loyalty from small enterprises to large 
companies is there 2 11.1  2  
No loyalty from small enterprises to large 
companies 2 11.1  1 1 
No ethics 1 5.6   1 
Cheating common 2 11.1   2 
Corruption 1 5.6   1 
Rural-urban gap 4 22.2 4   
Characteristics of small enterprises 
Have business acumen 3 16.7  3  
Want to improve/grow 2 11.1  1 1 
Seek security/continuity/reliability 5 27.8  4 1 
No separation between business and  
personal activities 3 16.7   3 
No risk-taking 5 27.8   5 
Copy-cat mentality 2 11.1   2 
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Lack of long-term orientation 2 11.1   2 
Innovative 1 5.6  1  
Flexible / adapting 2 11.1  2  
Pride 3 16.7  1 2 
Cannot handle success / loose direction 4 22.2   4 
No confidence 1 5.6   1 
Orientation at past 1 5.6   1 
Complacency 1 5.6   1 
Disrespect of customers 2 11.1   2 
Family businesses 1 5.6   1 
Attitude / mentality / mindset 
Mentality cannot be changed 1 5.6  1  
Small enterprises have their own system 1 5.6   1 
Small enterprises act in a rational way 1 5.6   1 
Change needed / Things to be done 
Attitude and mindset of entrepreneurs needs 
to change 8 44.4  6 2 
Training on business/management principles 16 88.9  4 12 
Encourage cooperation 9 50.0 3 4 2 
Interest of industry 2 11.1 1 1  
Market price as guide 4 22.2  2 2 
Organisation of small enterprises 2 11.1  2  
Large companies to provide support to small 
enterprises 6 33.3 1 3 2 
Awareness-raising 5 27.8  3 2 
Trust-building measures 3 16.7 1 2  
Exposure 2 11.1   2 
Experience sharing and exchange 2 11.1  2  
TOTAL MENTIONS 177  12 59 106 
Note: 18 of 20 interviewees made statements on the category “business culture/practices”.  
 
 
6.10 Expert interview mentions on contractual issues 
 
 Mentions from the interviewees 
Codes for category  
“contracts” 
TOTAL Public 
institutions 
Donor 
agencies 
Private 
sector, CSOs 
and NGOs N° % 
Contract      
= MoU (Memorandum of Understanding) 2 18.2 1 1  
No contracts with informal enterprises 1 9.1 1   
Also with informal businesses 1 9.1  1  
No contracts with micro-enterprises 1 9.1  1  
If SEs are organised in associations 1 9.1  1  
Between medium and larger enterprises 1 9.1  1  
Legal framework needs to be developed 4 36.4 1 3  
Dispute resolution mechanisms needed 5 45.5 1 4  
Contract should be in mutual interest 1 9.1  1  
Association to negotiate conditions 3 27.3  3  
Content of contract 14 127 4 7 3 
Definition of roles/responsibilities 5 45.5 1 2 2 
Contribution/investment from each party 2 18.2  2  
Business plans 1 9.1   1 
Conditions 4 36.4 2 2  
Possibility to part 1 9.1  1  
Witnesses 1 9.1 1   
Advantages / Function 19 173 1 16 2 
Contracts help build confidence 3 27.3  3  
Contracts help build trust 4 36.4  4  
Contracts help build relationships 3 27.3  2 1 
Contracts can be used as guarantee for 
banks 2 18.2  1 1 
Increased reliability  3 27.3  3  
Increased willingness to take risks 4 36.4 1 3  
 305 
To be done 9 81.8 1 8  
Awareness-raising on importance of 
contracts and instruments 3 27.3 1 2  
Develop instruments 2 18.2  2  
Develop model contracts 4 36.4  4  
TOTAL MENTIONS 62  10 47 5 
Note: 11 of 20 interviewees made statements on the category “contracts”.  
 
 
6.11 Expert interview mentions on the role of Government 
 
 Mentions from the interviewees 
Codes for category  
“government role” 
TOTAL Public 
institutions 
Donor 
agencies 
Private 
sector, CSOs 
and NGOs N° % 
Facilitation of market access 2 22.2   2 
Exhibitions (national and international) 2 22.2 2   
Export promotion 2 22.2 1  1 
Framework conditions 9 100 4 5  
Respond to needs of private sector 3 33.3 2 1  
Dialogue with private sector and donors 4 44.4 2 2  
Organisation of private sector 2 22.2 2   
Work through private sector associations 2 22.2 1 1  
Comprehensive packages/approaches 2 22.2 2   
Policies to encourage partnerships  3 33.3   3 
Provision and dissemination of information 3 33.3  3  
Reduction of costs of doing business 1 11.1 1   
Company registration 2 22.2  2  
Management and technical training 1 11.1 1   
Better supervision 2 22.2 1 1  
Rules and regulations 2 22.2  2  
Standards definition and implementation 1 11.1  1  
Quality control 2 22.2 1 1  
Certification 1 11.1 1   
TOTAL MENTIONS 46  21 19 6 
Note: 9 of 20 interviewees made statements on the role of the Government.  
 
 
6.12 Expert interview mentions on the role of donor agencies 
 
 Mentions from the interviewees 
Codes for category  
“role of donor agencies” 
TOTAL Public 
institutions 
Donor 
agencies 
Private 
sector, CSOs 
and NGOs N° % 
Capacity building for public sector institutions to 
respond to PS needs 1 33.3  1  
Facilitate linkages where they are happening 2 66.6  2  
There are no best practices on how to make 
linkages happen and work 2 66.6  2  
No distortion of markets 5 166.6  5  
Dialogue between Government, donors and 
private sector 1 33.3  1  
Provision of subsidies 2 66.6  2  
Development/Dissemination of tools / 
methodologies / systems 2 66.6  2  
Documentation of experiences 2 66.6  2  
Dissemination of good practices / lessons learnt / 
information 6 200  6  
Pilot programmes/interventions 4 133.3  4  
TOTAL MENTIONS 27  0 27 0 
Note: 3 of 20 interviewees made statements on the role of donor agencies (all donors).  
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6.13 Expert interview mentions on the role of private sector organisations 
 
 Mentions from the interviewees 
Codes for category  
“role of private sector organisations” 
TOTAL Public 
institutions 
Donor 
agencies 
Private 
sector, CSOs 
and NGOs N° % 
Organisation of the private sector 5 31.3 1 2 2 
Mobilisation of members 2 12.5 1  1 
Information pool for members 13 81.3 3 8 2 
Dissemination of information 10 62.5 5 3 2 
Lobbying 12 75.0 4 4 4 
Representation of concerns/interests 12 75.0 6 3 3 
Facilitation of business linkages / partnerships / 
cooperation 15 93.8 3 2 10 
Networking among members 11 68.8 4 4 3 
Intermediaries/Mediators for support 13 81.3 6 5 2 
Should charge membership fees 3 18.8 1 2  
Service provision 5 31.3  4 1 
Should not get involved in commercial activities 5 31.3  5  
Empowerment of members 1 6.3  1  
Examples of services Private Sector Organisations can provide 
Bulk purchase  3 18.8  2 1 
Contract negotiation 2 12.5  2  
Participation in tenders 1 6.3  1  
Securing large contracts 1 6.3  1  
Revolving fund for members 1 6.3  1  
Collection of products 1 6.3  1  
Quality assurance 1 6.3  1  
Facilitate access to technology 1 6.3  1  
Needs assessment 1 6.3   1 
Display of products 1 6.3   1 
BDS 2 12.5  1 1 
Training / capacity building 3 18.8  2 1 
TOTAL MENTIONS 125  34 56 35 
Note: 16 of 20 interviewees made statements on the role of private sector organisations.  
 
 
 
6.14 Expert interview mentions on the role of Public Private Partnerships 
 
 Mentions from the interviewees 
Codes for category  
“Public Private Partnerships” 
TOTAL Public 
institutions 
Donor 
agencies 
Private 
sector, CSOs 
and NGOs N° % 
Linked to Public-Private Dialogue 4 57.1 3 1  
PPP should be tri-partite 3 42.9  2 1 
PPP to ensure public benefit 4 57.1 2 2  
PPP to improve policy formulation 5 71.4 1 4  
PPP to improve policy implementation 3 42.9 2 1  
PPP to improve coordination  3 42.9 1  2 
Challenges 13 186    
Tendency to work separately 1 14.3  1  
Private sector is not organised 3 42.9  3  
Private sector has to voice its concerns 4 57.1 1 3  
Definition of roles of different parties 2 28.6 1 1  
Public sector not accountable 3 42.9 1 1 1 
TOTAL MENTIONS 35  12 19 4 
Note: 7 of 20 interviewees made statements on the role of PPP.  
 
